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THE MANUSCRIPT OF AN EARLY DRAFT OF PART 
OF THE WEALTH OF NATIONS! 


Ir gives me very great pleasure to announce to the Society 
a discovery of the greatest possible interest to students of 
Economics. It is the finding of a very early draft of what 
became afterwards The Wealth of Nations. 'The general character 
of it may be best explained by certain circumstances connected 
with the manuscript. As a part of a plan to obtain more in- 
formation about Adam Smith, I obtained permission from the 
Duke of Buccleuch to examine any manuscripts at Dalkeith 
House which were likely to be useful. Amongst these were the 
papers of Charles Townshend, who was the second husband of 
the Countess of Dalkeith, to whose son, Henry the third Duke 
of Buccleuch, Adam Smith was tutor from 1764 to 1766. These 
papers have been kept together in a separate collection. The 
relative failure of my original objective was compensated for 
many times by the finding of a fairly thick folded folio manuscript 
which had very close affinities both with the Glasgow Lectures 
and The Wealth of Nations. It is written on stout handmade 
paper, consisting of twelve double folio sheets, making forty- 
eight pages in all. Each double folio sheet is marked with a 
number—N 1, N 2 up to N 12—in Adam Smith’s writing. As 
was the case with his other works,? it is in the hand of an 
amanuensis, similar to that of one of the Glasgow College scribes, 
as can be seen by a comparison of the script with that of some of 


1 An Address delivered before the Annual Meeting of the Royal Economic 
Society, May 23, 1935. 

2 The statement of McCulloch that the manuscript of The Theory of Moral 
Sentiments was in Adam Smith’s own writing and the reason he gives for it is 
one of those ridiculous sayings—the result of excessive acuteness—which only 
a person usually intelligent succeeds in perpetrating. Allowing for the character 
of booksellers’ catalogues, it is likely that the cutting from a Caxton Head 
Catalogue, sent to Dr. Bonar by Mr. Henry Higgs (Library of Adam Smith, 1932, 
p. 204), describing a manuscript ‘‘ Meditations on Seneca’s Epistles,’’ may be of 
the same character as the document now described, namely, in the hand of an 
amanuensis, with possible additions by Adam Smith himself. 
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the University records of the period. There are a number of 
corrections and additions made by Adam Smith in his own hand. 
At the foot of each page there is a catchword; and, since there 
is one of these on p. 48, it is evident that there had been originally 
more, perhaps considerably more, of the manuscript. The existing 
portion consists of 12,113 words. 

The form of the manuscript is connected with the engage- 
ment of Adam Smith as travelling tutor to the Duke of Buccleuch. 
It will be remembered that Rae records how Hume wrote to 
Adam Smith on April 12, 1759, that Charles Townshend had said 
to Oswald that “he would put the Duke of Buccleuch under 
the care of the author of The Theory of Moral Sentiments,” at 
the same time warning Smith of the instability of many of 
Townshend’s projects, as to which Rae has several amusing 
anecdotes to relate.} 

It seems that Adam Smith always had a hankering after a 
tutorship. It was to this end that he gave much of his energy 
after he returned from Oxford, and it was one of the objects 
he had before him in arranging for his lectures in Edinburgh 
from 1748 to 1751. A new fact sheds some light on this fixed 
purpose. It turns out that Adam Smith had a relative, probably 
a cousin, William Smith, who was a tutor and curator according 
to Scots law, or, in other words, a trustee, for Adam Smith’s 
haif-brother Hugh. This William Smith had been governor 
to Lord Charles Hay, afterwards Earl of Errol; and, on the 
termination of his engagement, was nominated as a Regent of 
Marischal University,? Aberdeen. No doubt in Adam Smith’s 
youth this was impressed on him as an example to follow and 
the early impression remained, even though the main purpose, 
namely, the procuring of promotion, had disappeared in his own 
case. Accordingly, it is easy to understand that Adam Smith 
was careful to keep himself before Townshend. The latter had 
visited Smith in Glasgow and Smith had been to Dalkeith, but 
still the appointment was not made. It is likely that, in order 
to maintain himself in Townshend’s mind, Adam Smith had this 
manuscript prepared; or, alternatively, it may have arisen 
from something that was said at one of the meetings of the two. 
In view of the fact that he himself stated in July 1764 that he 
had begun to write a book at Toulouse,’ the possibility that 
this was a draft sent to Townshend from France is not to be 


1 Life of Adam Smith, pp. 141-48. 
2 At this time Marischal and King’s were separate Universities. 
3 Rae, Life of Adam Smith, p. 179. 
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wholly excluded. However, for the present, since the finding 
of the manuscript is so recent and there has not been time to 
examine several problems connected with it, I do not wish to 
commit myself as to date, though there seem to be strong reasons 
against it having been sent from France. In any case the 
relation with Townshend determined the form of this draft. 

It will be remembered that the Glasgow Lectures consist as 
to more than one-half of a treatment of Jurisprudence. It is 
the remainder, named “ Police,’ which constituted the economic 
portion of these lectures. In the manuscript there is a new and 
most significant departure. It is definitely intended to be an 
economic treatise and nothing else. The first words on p. 1 are 
sufficiently arresting. They are ‘Chapter 2, The Nature and 
Causes of Public Opulence.” Here the keynote of the later 
book is struck with no uncertain touch. The subject-matter 
is Division of Labour. Evidently at this time Adam Smith had 
in view a general introductory chapter, corresponding to the 
Introduction of The Wealth of Nations, and the beginning of the 
manuscript consists of material corresponding to Chapters 1 and 
2 of the completed book. The unwritten first chapter of the 
manuscript would have, no doubt, repeated Sections 1 and 2 
of “‘ Police ” in the Glasgow Lectures, namely, “ the natural wants 
of mankind ” and “ the arts subservient to these.”” Then comes 
the existing Chapter 2, which takes in §§ 3-6, 7.e. ‘‘ Opulence 
arising from Division of Labour,” which multiplies the product, 
what occasions it, and that it must be proportioned to the extent 
of the market. 

After this point the remaining chapters are in skeleton form. 
Though thus less full than the Lectures, they are of the greatest 
interest as showing how close and integrated the argument is— 
an impression which is in fact lost in The Wealth of Nations, 
through the additional matter subsequently inserted. Chapter 3 
is entitled “‘Of the Rule of Exchanging or of the Circumstances 
which regulate the Price of Commodities;’’ Chapter 4, “ Of 
Money, its Nature, Origin and History considered, first as the 
measure of Value, and secondly as the instrument of Commerce; ” 
Chapter 5, “‘ Concerning the Slow Progress of Opulence.” The 
manuscript ends in the middle of the criticism of the prohibition 
of the exportation of corn at the point where Cicero quotes 
* Old Cato.” 4 


1 It is perhaps of interest to mention that in the Lectures, p. 229, the passage 
is referred to; in The Wealth of Nations, I. p. 151, it is translated. Here it is 
given in the original and the reference is correct, being Bk. II of De Offciis, 
not Bk. III as in The Wealth of Nations. 

FF2 
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Professor Cannan has a note at the end of the second Chapter 
of The Wealth of Nations that “the concluding paragraph was 
probably taken bodily from the manuscript of the author’s 
lectures.”” Now that we have these, or a revision of them, it 
is possible to say that not only this paragraph but the rest, after 
the beginning of Chapter 1, is taken practically word for word 
from this manuscript. What I mean to imply by “ practically ”’ 
is, subject to the alterations which one makes in the revision of 
something written previously. These revisions are fewer than 
one would expect. They consist (1) of matters of style; (2) of 
change of adjectives, involving a change of meaning, sometimes 
reducing the emphasis of the Lectures, occasionally adding to 
it; (3) additions to the Lectures by the insertion of a sentence 
or two, and—what comes rather as a surprise—a much greater 
reduction, for purposes of condensation, usually by cutting out 
a quite considerable part of a paragraph. The portion of the 
manuscript consisting of Chapter 2 (corresponding to Chapters 1 
and 2 of I'he Wealth of Nations) comprises twelve long paragraphs, 
amounting to over 7,800 words. A great part of Chapters 1 and 
2 of The Wealth of Nations is made up of repetitions of the manu- 
script which amount to close on 3,500 words, in the sense of being 
quoted textually subject to verbal alterations. Some of these 
are of interest. The relation of the invention of window glass 
to “‘ the making of these northern parts of the world habitable ”’ 
has an addition, the cancellations of which may be a loss to The 
Wealth of Nations, namely, “‘ without which these northern parts 
of the world would scarce have been habitable, at least by that 
effeminate and delicate race of mortals who dwell in them at 
present.” The African king, ‘“‘ the absolute master of the lives 
and liberties of ten thousand naked savages,” appears in the 
manuscript as “an Indian prince, the chief of a savage nation 
in North America,’’ which presents a complete picture. At a 
later stage, during the fighting in the American colonies, the 
“naked savages’’ (or some of them) became “noble allies,” 
and it was necessary or politic to substitute “the African king,” 
who is, artistically, less satisfying. 

Besides a number of cuts in the manuscript for purposes of 
condensations the reason the word for word transfer to 7'he Wealth 
of Nations is not higher, coming very close to the whole of these 
two chapters, is that I have excluded the opening of the first 
Chapter of the manuscript, though, all through, it is very near 
to The Wealth of Nations in its phraseology. That is the part 
relating to pin-making and amounting to about two pages in 
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Cannan’s edition. This is involved in the considerations of 
another interesting question, namely, how far the reporter of 
the Lectures has given a correct and adequate summary of what 
he had heard. We have now the opportunity to check this 
report with the original or something very close to it. In view 
of the fact that the portion, which is given in full in the manu- 
script, is barely one-eleventh of the economic part of the Lectures, 
this is obviously a matter of considerable importance. Subject 
to one important reservation, the reporter was quite exceptionally 
competent. He had the rare faculty of understanding Adam 
Smith’s argument, restating it in a much briefer form, while 
retaining the main line of thought, and at the same time incor- 
porating in his summary a number of the more picturesque and 
striking phrases. The condensation is greater than one would 
have expected. He reduces by as much as 70 per cent. More 
precisely he represents Adam Smith by 29-9 per cent. of the 
number of words in the manuscript. The reduction is by no 
means equally distributed. The short paragraph on the three 
advantages of the Division of Labour is nearly as full as the 
manuscript—the report containing as much as 70 per cent. of 
the number of words in the latter. 

It is to be expected that an average contraction of 70 per cent. 
would result in the omission of nearly all Adam Smith’s finer 
points and most of his qualifications. A closer inspection reveals 
the fact that the average is by no means representative. ‘The 
condensation is very unequal. It is easy to understand that the 
copious illustration of the manuscript is capable of much ab- 
breviation, and Adam Smith himself applied the pruning knife 
when moving these passages to The Wealth of Nations. But 
there is more in the situation than this. Comparing the Lectures 
and the manuscript, it is most remarkable to find that, when 
questions relating to Distribution are touched on, they are 
abbreviated almost to the point of disappearance, sometimes 
they find no place in the summary. Omitting incidental refer- 
ences, topics connected with Distribution amount to over one- 
third of Chapter 2 of the manuscript—that is, 1,891 words out 
of 5,441—the reporter represents these by only 322 words, or 
17 per cent. against a general average of 30 per cent. Since he 
is accurate elsewhere, this suggests the problem whether the 
lectures he heard contained much less on this subject than is 
to be found in the manuscript. This is a question which I 
hope to discuss in the edition of the manuscript which I am 
preparing. 











432 THE ECONOMIC JOURNAL [SEPT. 


This brings us back to the paragraphs on pin-making, and at 
the same time affords a better idea of the plan Adam Smith had 
in mind than is to be found in the Lectures. He begins with 
the advantages of the common day labourer, thus his proem 
in the Lectures and the manuscript becomes the peroration in 
The Wealth of Nations. Arising out of this he finds himself 
faced with the problem how this can be so when the poor provide 
both for themselves and for the enormous luxury of their superiors. 
From their produce comes the landlord’s rent, the interest of 
the monied man; and “ the indolent and frivolous retainers of 
a Court” are supported by the labour of those who pay taxes. 
Reviewing the various claims on the produce of a great society, 
the poor labourer seems to bear on his shoulders the whole fabric 
of the building—how then, he asks, ‘‘ shall we account for the 
superior affluence and abundance commonly possessed even by 
this lowest and most despised member of civilised society, com- 
pared with what the most respected and active savage can attain 
to”? The answer is, of course, the principle of Division of 
Labour. What is of much interest is that the analysis of pin- 
making is treated, not only from the Productive, but also from 
the Distributive point of view. As specialisation increases 
profits emerge, and, at each stage, the wage of the worker increases. 
As the illustration is developed further it is significant to observe 
that Adam Smith has the conception of real wages, imagining 
the pin-maker paying so many pins for the wire he uses and for 
the loan of the tools.1_ On this basis he finds it a mark of an 
opulent, commercial society that ‘‘ labour becomes dear and 
work cheap.” This is worked out with an amount of elaboration 
and detail that is very scantily represented in the Lectures. In 
particular, he has a distinct conception of National Wealth, which 
looks somewhat disguised as ‘‘ National Opulence,” and is treated 
in the stimulating manner ‘as that of the whole people 
diffused universally through all the members of the society.” 
In the remainder of Chapter 2 of the manuscript there are 
occasional references to Distributive problems, as, for instance, 
when The Wealth of Nations has “ that universal opulence which 
extends itself to the lowest ranks of the people,” the manuscript 
reads after “opulence” ‘notwithstanding the inequality of 


property.” 
The same subject is continued in Chapter 3 of the manuscript, 


1 The manuscript reads, “‘ the case here is the same as if he gave five hundred 
pins to his master for affording him the wire, the tools and the employment.”’ 
The implication of the last three words is not clear. 
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which, unfortunately, is represented only by a summary. The 
first section deals with wages under three heads: (1) ‘‘ what is 
sufficient to maintain the labourer, (2) to indemnify him for his 
education in that particular business, (3) to compensate him for 
the risk he may run, either of not living long enough to receive 
this indemnification, or of not succeeding in the trade let him 
live ever so long.” This is reproduced in the Lectures. Then 
there follow discussions on the price of country labour, that of 
handicraft work, of the ingenious arts and of the liberal professions. 
In the fourth section of this chapter, “ national or public opulence ” 
is said to consist in the cheapness of commodities in proportion 
to wages, and therefore ‘‘ whatever tends to raise their price above 
what is precisely necessary to encourage the labourer tends to 
diminish national or public opulence.” Chapter 5 is an early form 
of Adam Smith’s attack on the Mercantile System. The first 
head begins with the great importance of Agriculture, which is of 
interest from the references to the stock of farmers, but the 
summary does not show how the resulting distributive questions 
are developed. 

This treatment of Distribution in the manuscript is of immense 
interest. Professor Cannan in his Introduction to the Lectures 
says ‘‘ there is no trace whatever in them of the scheme of Dis- 
tribution which The Wealth of Nations sets forth,’ and again, 
“ the dissertations on the division of labour, money, prices and 
the cause of the differences of wages in different employments, 
evidently existed very nearly in their present form before Adam 
Smith went to France, and the scheme of distribution, on the 
other hand, was wholly absent. It is plain that Adam Smith 
acquired the idea of the necessity of a scheme of distribution 
from the Physiocrats, and that he tacked his own scheme (very 
different from theirs) on to his already existing theory of prices.” ? 
If “ trace” in the first sentence be taken in the sense in which 
it is used in chemical analysis, I cordially agree with Professor 
Cannan, with the necessary limitation that the quotation applies 
to the Glasgow Lectures. 

The finding of this manuscript may involve some reconsidera- 
tion of the reference in the last sentence to the influence of the 
Physiocrats. There has not been time to pronounce on the 
rather involved questions which emerge; but, since these can 
only be investigated gradually, an incomplete and tentative 
statement of what a preliminary view suggests may be 
pardoned, all the more since I am _ proposing to include 


2 P; E76. 2 Pp. xxviii, xxxi. 
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an edition of this manuscript in a book on parts of Adam 
Smith’s life which is unlikely to be issued earlier than the year 
after next. 

The manuscript has considerably more concerning Distribution 
than the Lectures suggest. It is remarkable as containing 
passages including just those points which Professor Cannan 
signalises as being wanting in the Lectures and which he con- 
sidered Adam Smith learned from the Physiocrats, namely, 
stock or capital, productive and unproductive expenses and the 
conception of a National Dividend.! In the second paragraph 
of the manuscript a vivid and even highly coloured picture is 
painted of the labourer and the peasant on the one hand, and 
on the other the slothful landlord supporting his vanity by the 
rent he receives, ‘the monied man indulging himself in every 
sort of ignoble sensuality at the expense of the merchant and the 
tradesman to whom he lends out his stock at interest,” and, 
finally, ‘‘ all the indolent and frivolous retainers of a Court.” 
As has been seen, Adam Smith had already the conception 
of something closely corresponding to a real National Dividend, 
which he describes as divided amongst various classes of persons. 
He imagines a great society, illustrated by one of 100,000 persons, 
and again simplified by the favourite example of pin-making 
as carried on by undifferentiated labour and by labour in various 
degrees of specialisation. The resulting Distribution is worked 
out both in money and in kind. In each example the master 
of the work receives so much for materials, for tools and for his 
own profits. To this skeleton exposition Adam Smith adds in 
his own hand, “I do not mean that the profits are divided in 
fact precisely in the above manner, but that they may be divided 
in such manner.” 

It seems, then, that in this manuscript we have a document 
which, in this as in other respects, is different from the report 
of the lectures. It may be, the person who took the notes omitted 
these particular passages, but he is found to be exceptionally 
reliable elsewhere. There are characteristics which indicate 
that this manuscript was dictated by Adam Smith and not 
copied from an existing set of his lectures. The summary of 
the later chapters would require to be prepared for this special 
occasion. These are some erasures in the manuscript where it 
has been overwritten either by the amanuensis or by Adam Smith 
himself. These are of the type which would be unlikely in a copy 
from a document, but to be expected in something dictated. 


1 Lectures . XXViii, xxix. 
’ ’ 
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For instance, there is a case of “ overrunning,”’ where a new 
paragraph should have been begun; two lines are erased and the 
new paragraph started in the proper place. There are a few 
instances of words likely to be misheard or mis-spelt in dictation, 
but which should have been written correctly from a copy, ¢.g. 
coarse, earned and plough. 

Since at the time of writing it is less than three weeks from 
the finding of this document, I wish to speak with all reserve as 
to its date. Without committing myself in any way, there are 
some matters of much interest which enter into the problem 
of fixing a date, and the omission of which would render this 
preliminary account very incomplete. The extreme limits are 
from about April 1759, when Hume wrote on the 12th that Charles 
Townshend, after reading The Theory of Moral Sentiments, 
wished Adam Smith to take the Duke of Buccleuch to France, 
and 4th September, 1767, when Townshend died. Thus it is 
possible that it could have been written after Adam Smith had 
been in close contact with the Physiocrats at Paris. At first 
sight this possibility seems to become highly probable when it 
is noticed that, when in Chapter 5 he comes to summarise different 
types of cultivation of land, he has a heading ‘“‘ Of the Cultivation 
by the ancient Métayers or Tenants by Steel bow,” adding in 
the margin (by the hand of the amanuensis), ‘“‘ the first of these 
expressions is French, the second Scotch. . . . I know no English 
word for it at present.” It might be natural to infer that such a 
passage was written after he had seen, or heard of Métayage in 
France. But it so happens that there were several books in the 
Glasgow University Library from which he could have obtained 
full particulars, amongst them the first seven volumes of the 
Encyclopédie which he had ordered for the Library before 1760, 
the sixth volume of which contains the article by Quesnay on 
“Fermiers ” in which the Métayer is described.2 Judging by 


1 Rae, Life of Adam Smith, p. 144. 

2? Adam Smith wrote a letter to the Edinburgh Review in 1755 commending the 
Encyclopédie, the first volume of which had appeared in 1751 (Bonar Library of Adam 
Smith, 1932, pp. 3, 4). This account may have been taken from D’Alembert’s 
‘Discourse Préliminaire,’’ from an analysis in a review, from a copy at the 
Advocates’ Library, Edinburgh, or he may have purchased some of the volumes 
for himself. In any case, the reference above shows that he was interested in 
the actual book and had access to it before he set out for France. It is curious 
that though there were French books on various economic subjects in the 
Glasgow University Library during Adam Smith’s time, the Catalogue of 1791 
does not contain the name of any Physiocrat. 

In relation to the parallels between R. Cantillon and the Glasgow Lectures, 
it may have been that, at this time, Adam Smith had not acquired the copy of 
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the corresponding passage in The Wealth of Nations, Adam Smith 
did not wholly agree with Quesnay on the nature and results of 
this kind of tenure. 

At the other extreme in favour of an early date is one inter- 
pretation of a sentence which occurs at the beginning of the sum- 
mary of Chapter 4, where Adam Smith, speaking of the nature of 
money, writes, “ I have very little to say that is new or particular ; 
except a general history of the coins of France, England and 
Scotland.” Does this refer to material which he had collected 
but which was not yet written up? And the summary of the 
third and succeeding chapters might be adduced to support that 
view. Against this it has to be remembered that after 1759 or 
1760 there was some kind of manuscript of the Lectures, and 
therefore he may have meant ‘“‘ when the book I am writing, 
based on the material I have, comes to be printed it will be 
found there is nothing very new on this head.” 

Another fragment of evidence is somewhat curious. Adam 
Smith once said he was a beau in his books—it might be added 
that he was a positive dandy in his writing-paper. It was not 
only that he used the best, but he had a special quality supplied 
in double folio sheets to the Government offices. He used this 
freely. Judging by his later letters, when he was at the Custom 
House in Edinburgh, he divided the double folio into halves, 
then doubled one into four pages, making his letter-paper quarto 
size. In the muniments of Glasgow University there are a number 
of specimens with his writing on them—some used as outer covers 
for documents. There were several issues of this paper either 
successively or simultaneously for the use of different offices. On 
the left-hand half-sheet there was a watermark consisting of a 
double circle, containing a laurel wreath encircling G R, crowned. 
This mark is 1? in.indiameter. On the other half-sheet the water- 
mark was larger and varied according to the issue. One type had 
the ribbon of the garter, with the motto, enclosing the Royal Arms. 





the Essai which is recorded as being in his Library. If this were so, the University 
Library Catalogue of 1791 records : 


M. Postlethwaite, Plan of the Universal Dictionary of Trade and Commerce, 
Lond. 1749. This at the period 1751-63 was in the possession of Smith’s 
colleague, Simson, the mathematician, and it came to the Library after his 
death. Since both men lived near each other in the College and were friends, 
Adam Smith could easily have borrowed it from Simson. 

M. Postlethwaite, The Universal Dictionary of Trade and Commerce, Lond. 1757. 

J. Savary, Le Parfait Négociant, 2 vols., 4°, Amst. 1726. 


The two last were recommended by Adam Smith. 
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This one was about 3} in. high. Another was a fine flight of 
fancy and capable of various interpretations. There was an 
elliptical picket fence upon which Britannia seems to sit, but 
probably she is really on a throne; she holds a trident (on the 
end of which is what appears to be the cap of Liberty), which 
protects a lion rampant, crowned. The motto is “ pro Patria.” 
The fighting forces could think of the sea-girt isle, the Foreign 
Office of the balance of power, and the Customs of the duties 
they administered. Nowadays, if this mark were used, the 
fence would need to be increased to a wall and Britannia would 
either be lost or her seat would have to be raised. This measures 
about 3} in. by 4in. A third, 4 in. high by 3 in. wide, consists 
of the garter ribbon crowned, containing the motto “‘ Pro Patria 
eiusque Libertate,” and within is a crowned lion, regardant, 
grasping a trident. Now all the sheets of the manuscript bear 
the last watermark, i.e. the small G R to the left, and the crowned 
lion, regardant, within the crowned ribbon. It follows that this 
manuscript must have been written when paper of this type was 
available. Adam Smith had it before the earliest possible date. 
Therefore the manuscript could have been written any time 
between 1759 and the end of 1763. The entourage of the Duke of 
Buccleuch travelled with a considerable amount of impedimenta. 
Accordingly, if Adam Smith attached special importance to his 
supply of manuscript paper, there is no reason why he should not 
have brought some with him. We know, too, that he wrote 
to Hume from Toulouse on July 5, 1764, that he “ had begun to 
write a book in order to pass away the time.” 1 There are three 
letters, extant, written from Toulouse, but they are on a totally 
different paper, thinner, and without watermark. Then we come 
to the Paris visit, represented by the letter to Hume, dated 
July 6, 1766, and relating to the quarrel between Hume and 
Rousseau. This is on paper of the type Adam Smith favoured, 
but the watermark does not appear to be British. It has a ducal 
crown with what seems to be either a flag or a double four on a 
mound with the inscription VAN DER LE.... From November 
1766 till May 1767 Adam Smith was in London. <A complicated 
set of circumstances, not yet described, would have enabled 
him to get plenty of official paper. Curiously enough those 
circumstances would have prevented or made it unnecessary 
for him to write this particular manuscript. There is only one 
letter in this short period. It is now in America and, except 
by chance, is too small to show a watermark. In any case, as it 
1 Rae, Life of Adam Smith, p. 179. 
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happens, the official paper to which he could have had access was 
of a different watermark from that used for this manuscript. 
Without risking a premature and ill-founded opinion, it would 
be unwise to carry the matter further at present. The apology 
for venturing to offer incomplete evidence to the Society is that 
this course gives the earliest opportunity for others to consider 


the interesting problems which this manuscript presents. 
W. R. Scorr 


1 While the watermark on the right-hand half-sheet is the same, or similar 
to that on the manuscript, that of the other half-sheet is quite different. It is 
also GR but without the laurel wreath, crown and circle and the letters are of a 
different size and shape. 
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BRITAIN’S OVERSEA INVESTMENTS IN 1933 AND 1934 


Tue following survey of Britain’s Oversea Investments is the 
seventh of a series of annual studies on this subject made possible 
by the courtesy of the Banks and Issuing Houses in London and 
of a large number of companies, both at home and abroad, whose 
continued assistance in furnishing me with the relevant data I 
am again happy to acknowledge. 

Former articles contain a detailed explanation of the method 
used in these researzhes and the limitations unavoidably imposed 
upon them by the difficulties of tracing the ownership of bearer 
securities, nominee holdings, etc.1_ As on earlier occasions, it has 
been found convenient to classify securities into three broad 
groups as follows :— 


(1) All bonds and stocks of Dominion, Colonial and Foreign 
Governments, States and Municipalities, interest on 
which is payable in London. 

(2) All bonds and shares of registered British companies 
operating entirely or mainly abroad. 

(3) All bonds and shares of Dominion, Colonial and Foreign 
companies registered and operating abroad, quoted 
and/or dealt in on the Stock Exchanges of the United 
Kingdom. 


In order to cover the field as far as possible, a rough estimate 
is also included of that part of Britain’s oversea investments less 
readily subject to accurate assessment, viz. foreign securities held 
in the U.K. but not dealt in regularly in British markets; other 
private investments such as property, mortgages, etc. abroad; 
and the oversea assets of British companies whose main activities 
are in the United Kingdom. 

The estimated aggregates of British capital invested abroad 
are expressed in terms of nominal values, a procedure which, 
although possessing certain drawbacks, is superior to, and more 
convenient for purposes of calculation than, the alternative 
methods of adopting market values or original costs.” 

1 See Economic JouRNAL, September 1931 and June 1932. 

2 Market values, for example, are subject to substantial and abrupt fluctua- 


tions as a result of changing economic conditions and their use would destroy 
the continuity essential to a series of investigations of this nature. Calculations 
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On the other hand, comparison of the yearly totals of the 
nominal amount of British Oversea Investments for the purpose 
of arriving at an estimate of net long-term capital movements 
is vitiated by fortuitous changes arising from writing-down of 
capital, bonus issues, conversion, etc. Consequently, except for 
estimates of sinking fund and maturity repayments, no elaborate 
attempt is made to relate the difference between the totals of 
successive years to the changes on capital account. 

The detailed results given below relate to the year 1933 and 
estimates shown for 1934 are merely forecasts subject to revision. 
Before passing on to these results, however, a short summary of 
the principal economic changes that affected Britain’s Oversea 
Investments, and more particularly the income derived from them, 
may be helpful. 

Despite the signs of economic recovery already visible in the 
summer of 1932, earnings and wholesale prices reached their 
lowest levels in that year and in the first quarter of 1933. At the 
close of 1932 South Africa abandoned the Gold Standard and 
attached its currency to sterling. This enabled gold-mining 
companies to reap larger profits in terms of South African currency 
which were partly counter-balanced by the Excess Profits Duties 
imposed by the South African Government. Moreover, owing 
to the depreciation in South African currency brought about by 
its link with sterling, dividends in terms of sterling were not as yet 
substantially higher. The early months of 1933 witnessed the 
development of the banking crisis in the United States accom- 
panied by a renewed sharp fall in wholesale prices which spread 
to all the principal countries and was responsible for a further 
contraction in foreign earnings. At the same time investment 
trusts and other institutions interested in dollar securities disposed 
of part of their holdings. Abandonment of the Gold Standard by 
the United States in April 1933 and the ensuing depreciation of 
the dollar entailed a reduction in the sterling income derived from 
investments in dollar bonds. For a time the depreciation of the 





in terms of original costs would suffer a serious disadvantage in that, aside from 
the labour involved in the employment of this method, changes in the price 
level would invalidate comparison from year to year. 

Inasmuch as the main emphasis in this study is on the income derived from 
British Oversea Investments, the employment of nominal values has the advant- 
age that in the vast majority of cases the rate of interest and dividend is expressed 
in terms of the £1 share or £100 bond as the “‘ unit of account,’’ so that calcula- 
tion of income is thereby greatly facilitated. At the same time the totals arrived 
at do to some extent reflect the original cost of these investments, since in most 
cases the issue price of debentures or shares does not greatly differ from the 
face value. 
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dollar proceeded simultaneously with a boom in American stock 
and commodity markets, with the result that commodity prices 
rose faster than the dollar depreciated. Not only was there a 
sharp upturn in prices in the sterling area, but even gold prices 
were favourably affected, the wholesale price index in France 
rising from 383 in May to 401 in July. The resulting improve- 
ment in earnings, however, did not persist and with the collapse 
of the boom in America a severe deflationary influence, arising from 
the gold policy of the United States in the autumn, made itself 
felt, particularly outside the sterling area. Meanwhile, interest 
on bonds was adversely affected by the German moratorium in 
June 1933, while increasing exchange restrictions throughout the 
world not only hampered remittances to this country but, together 
with the multiplication of tariffs and quotas, contributed actively 
to a further reduction in world trade. In the sterling countries, 
owing to the partial adjustment affected in the relation between 
costs and prices, trade and industry displayed a strong resistance 
to the deflationary factors referred to above, and on balance 
British investments in the Dominions yielded as large an income 
in 1933 as in 1932. Successful conversions and fiscal improve- 
ment raised the market value of the bonds of Dominion Govern- 
ments, while interest remitted to London underwent no reduction 
on account of these conversions until the following year. More- 
over, in addition to the handsome profits that were being made 
by gold mines in South Africa, the successful operation of restric- 
tion schemes in tea and tin were beginning to be reflected in an 
improvement in earnings of companies engaged in their production. 


Grovp I. 


Dominion, Colonial and Foreign (Government and Municipal) Loans. 


Reference has been made in previous articles to the detailed 
method by which the proportion held abroad of the outstanding 
sterling loans of Empire and Foreign Governments and Muni- 
cipalities has been computed.! It is worth repeating that these 
foreign holdings are roughly indicated by the amount of interest 
paid in London free of income tax. 

Sterling tranches placed abroad are also included in the total 
of loans to which the above percentages apply, so that the propor- 
tion held abroad as appearing from the above table is somewhat 
higher than the corresponding percentage which would apply if 
loans issued in London were exclusively considered. Nevertheless, 


1 See Economic JOURNAL, June 1930. 
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TABLE [.! 


United Kingdom and Foreign Holdings of Dominion, Colonial 
and Foreign (Government and Municipal) Loans. 














United P 
Kingdom. Foreign. 
Dominion and Provincial Governments : . 90-4% 96% 
Dominion and Colonial Municipalities . - ; 88-6 11-4 
Foreign Governments . ‘ : ‘ : 56-3 43-7 
Foreign Municipalities = ; : ; : 74:6 25-4 





it remains true that the amount of these loans held abroad has 
for some years been very substantial and is continuing to increase 
owing to the stimulus given to repatriation by the low quotations 
for a large number of these foreign bonds.” 


TABLE II. 


British Capital (nominal) invested in Dominion, Colonial and 
Foreign Government and Municipal Loans ; Income derived 
and Sums repaid. 








(£000.) 
1933. 1932. 
. Repay- Repay- 
Capital. | Income. | eat. Capital. | Income pe 9 








Dominion and Colonial 











| | 
1,061,262 | 45,137 37,122 = 44,997 23,740 


Governments . . 
Dominion and Colonial 
Municipalities . F 85,828 4,001 1,490 83,531 3,922 3,061 
Foreign Governments . 298,840 10,762 10,209 289,375 11,984 12,032 
Foreign Municipalities . 33,666 1,226 671 33,585 1,474 853 
Total F : | 1,479,596 | 61,126 | 49,392 1,431,899 | 62,377 39,686 
| 





Despite repayments amounting to nearly £50 million, there 
was an increase of £48 million in the nominal amount of British 
capital invested in the above loans, of which £38 million represented 
an increase in Empire Loans and the balance in those of foreign 


1 The figures in this table are, in fact, the proportions of interest paid in 
London under tax deduction and free of tax, respectively, in 1933. A number 
of loans are payable at the option of the holder in centres abroad as well as in 
London, and while this affects only slightly the total amount of interest paid 
in London to British holders, fortuitous variations do occur in the total amount 
and consequently the percentage of interest paid in Landon to foreign holders. 
Exchange rates and currency uncertainties naturally play a part in affecting these 
percentages. 

2 The fact that over 10 per cent. of the loans of Dominion and Colonial 
Governments and Municipalities is held abroad may also seem surprising. 
This, however, is largely explained by the substantial investment in these loans 
by Dominion Government and local authorities of the sinking funds held against 


internal and other loans. 
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countries. The increase in foreign loans may seem surprising in 
view of the substantial repayment and having regard to the 
virtual ban on new foreign issues. The explanation lies in the 
fact that the new foreign loans consisted mainly of issues for the 
funding of unpaid interest and frozen balances of which the out- 
standing example was the Argentine Government 4 per cent. loan 
for £134 million, issued in exchange for balances awaiting remit- 
tance to the United Kingdom in accordance with the terms of the 
Anglo-Argentine Trade Convention of May 1933. New cash 
actually subscribed to foreign loans amounted only to £5 million, 
as compared with repayments of nearly £11 million. The Domi- 
nion Governments in 1933 took advantage of their improved 
financial status to follow Britain’s example of the previous year 
by undertaking conversion and refunding operations not only of 
their internal debt but also in the London market. Consequently, 
the new issue market for Dominion loans was very active during 
the year. New issues in this market totalled £116 million, of 
which £79 million was subscribed for cash, the balance repre- 
senting conversion. The increase by £38 million in 1933 in the 
amount of British capital invested in Dominion loans is therefore 
accounted for by the difference between the new issues for cash 
and the loans repaid.1 The persistent decline in the proportion 
of foreign to Empire loans held by British investors is illustrated 
by the following table. 


TABLE IIT. 


British Investment in Empire and Foreign Loans 
(Government and Municipal). 








(£000,000.) 
Empire Foreign Ratio of Foreign 
End of Loans. Loans. Total. to Empire Loans. 
1928 . : 1,036 364 1,490 26:0% 
1929 n : 1,061 351 1,412 27-9 
1930 E ; 1,080 357 1,437 24-9 
1931 : ‘ 1,104 337 1,441 23-4 
1932 : . 1,109 323 1,432 22-6 
1933 : . 1,147 333 1,480 22-5 

















The virtual cessation of foreign long-term lending, except for 
isolated cases of loans made with the consent of the Treasury, 
to certain countries in the sterling area, is reflected in the 


1 Repayments in Table II include not only the sums remitted to London 
in respect of sinking fund drawings and purchases, but also the sums raised in 
London to repay existing loans. In fact the larger part of the £79 million of 
cash subscriptions to new issues was employed for such repayments. 

No. 179.—voL. XLv. Ga 
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above figures. Statistics compiled by the Midland Bank show 
that while cash subscribed in London on behalf of Governments, 
Municipalities and private undertakings declined in the case of 
the Dominions from £424 million in the six year period 1922-7 to 
£306 million for 1928-33, the amount for foreign countries declined 
from £311 million to £154 million for the comparative periods. 
It is perhaps no coincidence that the pronounced preference shown 
for Empire investments has been accompanied in recent years by 
a similar striking re-orientation in Britain’s oversea trade, the 
share of trade with the sterling area having increased noticeably 
at the expense of trade with other foreign countries. It is not, of 
course, suggested that the decline in Britain’s long-term invest- 
ments in foreign countries has actively influenced oversea trade 
in this direction. The Ottawa Agreements, the subsequent 
Trade Agreements with other countries in the sterling area and 
the high industrial costs prevailing in Gold Bloc countries were 
obviously the more relevant factors in this connection, while at the 
same time the Treasury ban on foreign issues would in any case 
have prevented any substantial flotation of new foreign loans on 
the London market.! From the point of view of the investor the 
significance of increased trade with the group of sterling countries, 
reinforced by the stimulus given to gold production, lies in the fact 
that remittances between its constituents are facilitated, and the 
scope for investment in these countries increased. The next 
few years may, therefore, witness a marked accentuation of the 
preference shown by U.K. investors towards investment in the 
Empire. This conclusion is arrived at independently of a con- 
sideration of the Trustee Acts, which for many years have been 
largely responsible for the growth—not always prudent—of 
Dominion borrowing in London. 

Turning now to a consideration of income derived from 
investments in Dominion, Colonial and Foreign Government and 
Municipal bonds, the following figures show the trend since 1928. 

The remarkable stability of this income in spite of widespread 
default on foreign bonds is, of course, due to the preponderance 
of investments in Empire loans. Thus the decline of £6 million 
in income from foreign loans between 1928 and 1933 due to default 
and to a reduction in the total outstanding was counterbalanced 
by an increase during this period of over £5 million in the income 
from Colonial loans as a result of new Dominion loans issued in 


1 Even in the absence of the Treasury ban it is very doubtful if new foreign 
loans could have been successfully raised on any important scale during recent 


years. 
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London. During 1933, as a result of the German moratorium, 
other suspension of payments, notably by South American States 
and Municipalities, and intensification of restrictions in exchange, 
income from foreign bonds declined by nearly £1} million from the 
previous year. 

TABLE IV. 


Income obtained from U.K. Investments in Empire and Foreign 
Loans (Government and Municipal). 











(£000.) 

| Empire Loans. | Foreign Loans. | Total. 
1928 é : - 43,820 18,076 61,896 
1929 ; : : 46,416 18,245 64,661 
1930 F ‘i i 46,878 17,798 64,676 
1931 = 3 : 48,405 17,515 | 65,920 
1932 : : : 48,919 13,458 62,377 
1933 = : , 49,138 11,988 | 61,126 





A preliminary examination of remittances in 1934 indicates 
that on balance income from foreign bonds was maintained. 
Cash payments in respect of German bonds were lower and isolated 
instances of new defaults were recorded, but these losses were 
counterbalanced by the partial resumption of interest payments, 
the case of Brazil being worthy of mention. The total amount 
of interest lost to British investors in respect of foreign Govern- 
ment and Municipal bonds since the end of 1930, when default 
became noticeable, until the end of 1934 is estimated at £16 million. 
Referring to Table II it may be observed that the average rate 
of interest obtained on Colonial Government and Municipal 
loans was still over 4} per cent. in 1933. Conversions both in 
that year and in 1934 have slightly reduced the average rate 
paid on these loans in 1934, but on the other hand interest on new 
loans has balanced this loss. Given a continuance of cheap money 
in the United Kingdom and of economic and financial recovery 
in the Dominions, a gradual reduction in the rate of interest 
through conversion and refunding operations may be anticipated. 

The income obtained from investment in Dominion, Colonial 
and foreign Government and Municipal bonds is provisionally 
estimated at £61-0 million for 1934. 


Group II. 


British Companies operating Abroad. 


The historical origin of the British company operating abroad 


is closely associated with some of the earliest pioneer work in the 
Ga2 
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development of overseas territories by British enterprise. Perhaps 
the most outstanding example of the fruits of this pioneer work is 
to be found in the network of important British railways in South 
America, and more especially the Argentine, in which a consider- 
able amount of British capital is invested. Despite the long 
history of these companies the foreign participation in the share 
and loan capital has been and remains very small, in fact seldom 
exceeding 2 per cent., except in the case of certain public utilities 
in South America, notably Tramways and Telephones, in which 
controlling interests have been acquired by United States com- 
panies. The chief reason for this small foreign participation is, 
of course, the high rate of British income tax, which is a strong 
deterrent to would-be foreign purchasers of these stocks and 
bonds. Consequently, except for the automatic reduction in 
loan capital due to sinking fund and maturity repayments, and 
some alteration in nominal values due to capital reorganisation, 
the nominal amount of British capital invested in these companies 
has remained exceedingly stable from year to year. Indeed, of 
recent years this characteristic has been even more marked owing 
to the absence of new issues on any important scale and the partial 
interruption of sinking fund repayments due to exchange restric- 
tions over a wide area. The next table records the amount 
invested in various enterprises and the income obtained from these 
investments.} 

The only notable change in 1933 in the share capital held by 
British investors occurred in the case of Mines, the nominal 
amount of capital having risen by £8 million, partly as a result of 
new issues for cash and partly owing to an issue of shares in ex- 
change for the sterling debentures of a foreign railway company. 

Income figures in Table V represent the dividends and 
interest actually paid to U.K. investors before deduction of in- 
come tax. The total of this income in any year may differ 
considerably from the gross receipts accruing to the United 
Kingdom in respect of the operations of British companies 


1 This table includes the capital of all British registered companies whose 
plant and equipment are entirely or mainly situated abroad. A number of 
companies, however, particularly among those classified as ‘‘ Commercial and 
Industrial,’’ do extensive business both at home and abroad and possess impor- 
tant fixed assets in the United Kingdom and overseas. The larger companies 
of this nature have been covered by these investigations, but no attempt has 
been made to estimate in detail the foreign assets of minor companies. Tor 
details of the method used in arriving at the above figures the reader is referred 
to previous articles (see EcoNoMIc JOURNAL, September 1931). 

2 Apart from repayments almost all other changes are ascribable to capital 
reconstruction or issues in exchange for unpaid interest, the amount of new 
capital raised in cash during the year having been negligible. 














1935] BRITAIN’S OVERSEA INVESTMENTS IN 1933 AND 1934 447 


abroad during the year. The latter include remittances for head 
office expenditure and remuneration of directors resident in 
London, as well as sums invested in the U.K. as an addition to 


TABLE V. 


U.K. Capital invested in British Companies operating Abroad; 
Interest and Dividends received and Loan Capital Repaid. 















































(£000.) 
Share Capital. Loan Capital. 
| | 
Amount. | Dividends.) Amount. | Interest. Reser; 
1932. 

Dominion and Colonial Rails . . 1,600 _ 27,300 1,415 40 

Indian Rails y f 20,900 1,872 43,200 1,581 _ 
India Railway Annuities - ‘ — —_ — 1,138 1,290 

American Rails . : 800 44 800 32 —- 
Foreign Rails . ° é . | 221,200 2,220 173,100 4,769 225 

Banks . F - a ' i 26,300 2,122 _ _ _ 
Breweries. . = 3 4,700 377 600 38 270 

Canals and Docks . F 1,400 — 2,300 145 —_— 
Commercial and Industrial ‘ Z 65,600 2,154 19,800 545 761 
Electric Light and Power . 7,900 572 6,600 295 265 
Financial Land and Investment 3 86,000 1,534 26,900 1,056 433 
Gas ‘ ; ‘i 11,700 1,263 1,300 89 341 

Iron, Coal and Steel ; ‘ 7,600 136 2,100 62 —_ 
Mines . ; < ; ‘ 72,500 2,292 7,300 534 59 

Nitrates - é . : ‘ 3,400 _ 1,700 _ —_— 
Oil ° - 5 ; ; - | 108,600 10,170 12,400 618 501 
Rubber F : ; r 81,300 200 5,600 140 54 
Shipping ‘ . : 12,100 457 6,000 213 339 
Tea and Coffec ; 4 > : 38,600 1,226 2,600 107 26 
Telegraphs . F 2 r t 23,900 1,744 4,300 181 7 
Tramways . ‘ > . P 15,500 337 18,500 425 148 
Waterworks . i E ‘ : 4,600 309 1,900 101 17 
Total e ° ‘ - | 816,200 29,029 388,600 13,484 | 4,776 

1933. 

Dominion and Colonial Rails . ‘ 1,600 —_ 27,100 822 919 

Indian Rails “ ‘ 20,900 1,800 44,400 1,625 —- 
Indian Railway Annuities E - _ —_— 23,100 1,225 1,203 

American Rails. : ‘ 800 42 800 32 —_ 
Foreign Rails F : . | 221,200 1,619 175,200 4,406 65 

anks . - ; F . - | 6,300 2,080 _ _ —_ 

Breweries. : Z 3 2 4,700 396 800 34 _ 

Canals and Docks . : ‘ 1,400 os 2,300 128 _ 
Commercial and Industrial | - 65,400 2,220 20,600 788 3,250 
Electric Light and Power ‘ 3 8,200 597 7,000 283 70 
aaa Land and Investment . | 86,200 1,268 26,600 930 327 
as i ; 11,800 1,275 2,000 93 46 

tom, Coal and Steel ; i 6,700 115 2,200 66 - 
Mines . ‘ F - 80,300 2,905 6,300 305 620 

Nitrates < : . 7 a 3,400 1,700 —_ _— 
Oil “ , r - - | 108,600 11, 125 12,100 638 279 

Rubber P : iS < ‘ 81,500 269 5,600 174 —_ 
Shipping P ‘ a z . | 11,800 540 5,600 197 697 
Tea and Coffee ‘ . 38,600 1,429 2,400 101 4 
Telegraphs and Telephones : ‘ 24,000 1,192 4,300 175 2 
Tramways . * f 15,500 349 15,300 344 310 
Waterworks . . i P “ 4,600 229 1,900 82 3 
Total . . .  . | 823,500 | 29,450 | 387,300 | 12,448 | 7,795 


1 Repayments in all cases are actual sums repaid as distinct from the nominal amounts. They 
also include, in a few instances, the sums returned to shareholders in connection with the reduction 
of ordinary ‘share capital or redemption of preference shares. 





reserves. In good times the former may amount to as much as 
£10-15 million, while the sums placed to reserve out of profits 
may be considerable. Conversely, in bad times substantial 
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sums may be drawn from reserves in the United Kingdom to meet 
head office expenses and for payment of dividends. 

In spite of the intensification of world depression as a whole 
in 1932, the year prior to the abandonment of the Gold Standard 
in the United States, total dividend payments were slightly higher 
in 1933, although interest on loans was reduced by another £1 
million as a result of increased exchange restrictions and further 
defaults. Oil companies recorded better results, while the earnings 
of Mining and Tea companies began to reflect the favourable 
influence of the restriction schemes in Tin and Tea.?_ On the other 
hand, exchange difficulties were chiefly responsible for a decline in 
dividends remitted in the case of railway and telegraph companies 
in South America. The following figures show the dividends 
distributed to U.K. investors since 1929 by British companies 
operating overseas. 


Dividend Payments of British Companies operating Abroad. 








Dividends Distributed. | Percentage of Capital. 
1929 . . : . £67,674,000 8-4% 
1930 : : : ; 58,966,000 71 
1931 ; ‘ ‘ ‘ 33,296,000 4-1 
1932 ; ‘ : . 29,029,000 3°6 
1933 ‘ ; : : 29,450,000 3°6 
1934 (provisional estimate) . 33,200,000 4:0 











Dividends in 1934 are provisionally estimated to have increased 
by £3? million as a result of the noticeable recovery in the summer 
months of 1933 and the spring of 1934. Changes in earnings tend 
to follow closely changes in the world price level and for a time the 
depreciation of the dollar, as already stated, was successful not only 
in raising prices in the United States but also in the sterling area 
and in Gold Standard countries. A more important contribution 
to the improvement in 1934 in the earnings of British companies 
abroad was made by the international restriction schemes in Tin, 
Tea and Rubber. Whereas during the downward course of a trade 
cycle restriction schemes become ineffective since they tend to 
accelerate the shrinkage in demand, a considerable measure of 


1 For the purposes of the calculation of the U.K. balance of payments the 
above estimates of income cannot, therefore, be applied unless appropriately 
adjusted. 

2 The improvement in the earnings of gold mines is dealt with in the next 
section, the South African gold-mining companies being nearly all registered in 
the Union of South Africa. 

3 In the autumn of 1933, however, the whole of this improvement was lost 
and the decline in the dollar exerted a marked deflationary effect on world 


prices. 
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success may be achieved during the period of recovery. The 
remarkable extent to which prices of commodities subject to 
restriction schemes have, in fact, responded to the curtailment in 
production since 1932 is shown herewith : 


Average Yearly Prices. 











1934. | 1933. | 1932 
Tin (perton) . ; £230 7s. 5d. £194 lls. ld. | £135 188. 10d. 
Tea (per lb.) 2 : 13-27d. 11-78d. 9-45d. 
Rubber (per Ib.) ; 6:24d. 325d. | 2-34d. 








The importance of the rise in the prices of these commodities 
may be gauged from the fact that about £100 million of British 
capital is invested in companies producing Tin and Rubber in 
Malaya alone and over £40 million in Tea companies in India and 
Ceylon. 


- 


Group III. 


Companies Registered Overseas. 


The bulk of investment in the bonds and shares of Foreign 
and Colonial companies (i.e. companies registered abroad) is of 
more recent date than the capital examined in the previous section. 
In fact, it may be said that the growth of the form of investment 
now being considered indicated the diminished scope for the 
direct development of overseas territories by British skill and 
enterprise, and the desire of Dominion and foreign countries, 
after a certain stage, to proceed with further developments 
under their own management. The incidence of British income 
tax, particularly in post-war years, has been an important 
factor in this connection. Nevertheless, a large number of com- 
panies registered in the Dominions is substantially owned and 
virtually controlled by British interests.1 Unlike those dealt 
with in the previous section, many of the securities classified 
in Table VI below are quoted in a number of foreign centres, 
more particularly New York, Paris and Amsterdam. It follows 
that in a year of active Stock Exchange dealings a considerable 
change may take place in the total nominal amount held in the 
United Kingdom. Owing to the fairly high proportion of bearer 
securities in the case of foreign companies, the nominal amounts 

1 The South African gold mines are the principal example of such companies, 


although large blocks of the shares are held in South Africa and on the 
Continent. 
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of capital shown in the next table include items which can only 
be approximately assessed.! 


TABLE VI. 


Nominal British Capital invested in Foreign and Colonial 
Companies ; Interest and Dividends received and Loan 
Capital repaid. 






































(£000) 
Share Capital. Loan Capital. 
Nominal Nominal Repay- 
Amount, | Dividends.) Amount, | Interest. ment. 
1932. 
Dominion and Colonial mee . - 62,500 1,616 159,600 7,088 227 
American Rails . " ° 18,200 308 9,700 571 _ 
Banks . ° . . ° ° 25, 600 1,472 18,000 862 258 
Breweries. ‘ . . . 1,300 24 100 5 _ 
Canals and Docks . A : 1,600 1,946 2,800 1 _— 
Commercial and Industrial: P 63,700 5,613 24,400 1,321 602 
Electric Light and Power * ; 15,200 1,023 30,700 1,536 1,095 
Financial Land and Investment . 26,800 626 25,000 1,01: 393 
Tron, Coal and Steel 3 : : 6,800 198 10,000 506 62 
Mines . : x . : . 56,800 6,975 6,600 462 76 
Nitrates 5 > : s = 3,000 —_ 5,300 226 78 
Oil B . : : ‘ 20,300 140 ao —~ 208 1 
Shipping ° > 6,600 342 800 47 52 
re and Telephones ‘ ; 6,000 494 10,000 558 31 
Tramways . “ * ° ‘ 10,600 113 11,200 549 12 
Foreign Rails . : ‘ . 60,600 2,340 425 
Gas ‘ - ; 19,000 # 1,225 * 400 22 _— 
Waterworks . _— 6 52 
Total . ; - - | 344,000 22,115 375,200 17,113 3,571 
1933. 
Dominion and Colonial mee : r 63,500 123 158,200 6,531 500 
American Rails . 4 17,300 113 9,200 48 — 
Banks . ; ; E is E 26,000 1,399 15,100 570 1,459 
Breweries. - . y 1,300 12 100 5 3 
Canals and Docks . ‘ : 1,600 2,064 2,800 — _ 
Commercial and Industrial | : 70,000 5,151 21,400 1,094 870 
Electric Lighting and Power . ‘ 16,500 1,018 28,400 1,368 2,054 
Financial Land and pees . 21,900 617 23,000 1,002 299 
Iron, Coal and _ . : 6,800 245 8,900 331 108 
Mines . : : . : 57,900 7,331 8,300 582 178} 
Nitrates = : . - ; 3,000 — 5,200 10 71 
Oil : i 3 re 19,300 720 —_ — 278 1 
Shipp ing . ° 6,600 368 700 33 42 
ote A and Telephones . ;. 5,700 346 9,400 510 73 
Tramways . . : ‘ 4 10,600 2 10,800 420 12 
Foreign Rails ‘ . 47, 900 * 1,815 3,698 
yas. : 17,000 # 1,000 # 400 22 — 
Waterworks . ; —_— — —- 
Total é 5 : - | 845,000 | 20,509 | 349,800 14,741 9,645 
| 





+ Repayments in certain sections, viz. Financial Land and Investments, Mines and Oil, include 
repayments of capital to shareholders. 

* Owing to the great preponderance of bearer securities in the categories Foreign Rails, Gas 
and Waterworks, the estimates for share capital and dividends in these three sections are ’ only 
approximations. 

3 The reduction in British loan capital outstanding in Foreign Rails from £60-6 million in 
1932 to £47-9 million in 1933 is explained only partly by the substantial repayments. The chief 
ap was = iia of sterling debentures of a foreign railway for shares of a mining com- 
pany (see p. 4 





1 The task of measuring the change in the nominal amount of share capital 
held in the United Kingdom from year to year is also rendered more difficult 
by the inclusion of shares of no par value which figure in the above table at the 
values assigned to them in latest available balance sheets. 











2 


ly 





1935] BRITAIN’S OVERSEA INVESTMENTS IN 1933 AND 1934 451 


The reduction in the total amount of bonds held in the United 
Kingdom is explained partly by conversion of debentures into 
shares, partly by the repurchase by foreign nationals of the sterling 
bonds of companies domiciled in their respective countries, and 
finally by exceptionally heavy repayments amounting to £9-6 
million in 1933. These repayments included the sterling bonds 
of the Agricultural Bank of Egypt, Industrial Bank of Japan, and 
the Paris, Lyons and Mediterranean Railway. 

Turning to a consideration of the income received from these 
investments, it will be observed that total dividends in 1933 
showed a decline of £1-6 million, for which the complete suspension 
of dividend payments by the Canadian Pacific Railway was 
mainly responsible. Owing to their poor operating results in 
1933, shares in American companies yielded a small return, and 
this is reflected in the diminished dividend figures for American 
Rails and Telegraphs and Telephones. In spite of considerably 
higher gross profits the increase in dividend paymetits by South 
African gold-mining companies was only of moderate dimension, 
owing to the imposition of Excess Profit Duties by the South 
African Government. 

A decline of no less than £2-4 million occurred in the total 
amount of loan interest received in the United Kingdom. To 
some extent this was due to additional defaults and to the 
reduction in the total amount of loan capital outstanding. The 
chief reason for the decline, however, was the abandonment of 
the gold parity of the dollar, as a result of which British holders 
of American and Canadian bonds lost the greater part of the 
benefit conferred upon them in 1932 by the depreciation of 
sterling. The average value of the pound in terms of American 
and Canadian dollars was $4-:22 and $4-57 respectively in 1933, 
as compared with $3-50 and $3-98 respectively in 1932. 

Dividend payments received since 1929 in respect of British 
holdings in Foreign and Colonial companies are given below, 
together with a provisional estimate for 1934 :— 


Dividends on British Holdings in Foreign and Colonial Companies. 











Amount of Dividends. | Percentage of Capital. 
1929 : : ; : £42-0 million 9-6% 
1930 : : : : 31-7 8-1 
1931 . : : . 22-7 6-0 
1932 22-1 6-4 
1933 ‘ ‘ : P 20-5 5-9 
1934 (provisional estimate) . 23°5 6-8 
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The increase of £3-0 million estimated for 1934 reflects the 
improvement in earnings in the sterling area during the year as 
well as the further depreciation in sterling which was responsible 
for another advance in the average price of gold, from £124 9s. 
per oz. in 1933 to £137 8s. in 1934. Dividends received in the 
United Kingdom on account of gold-mining shares are estimated 
to have increased by a further £1-5 million in 1934. 


SuMMARY. 

The complete results for 1933 for the three classes of securities 
examined in the previous pages are summarised in the following 
table and compared with the corresponding results for two 
previous years :— 

TaBLeE VII. 
Nominal Amount of British Oversea Investment in Quoted 
Securities; Interest and Dividends received and Loan 
Capital repaid. 























(£000.) 
Capital Income Repay- 
P ‘ . ment 
1931. 
Foreign, Dominion and Colonial Govern- 
ments and Municipalities . R . | 1,441,000 65,920 16,267 
British Companies abroad : ‘ . | 1,210,000 48,747 4,900 
Foreign and Colonial Companies ‘ : 759,000 40,846 5,585 
Total . F . , . | 3,410,000 | 155,513 26,752 
1982. 
Foreign, Dominion and Colonial Govern- 
ments and Municipalities . 5 . | 1,432,000 62,377 39,686 
British Companies abroad : . . | 1,204,000 42,513 4,776 
Foreign and Colonial Companies ‘ 719,000 39,228 3,571 
Total 2 . ‘ ; . | 3,355,000 | 144,118 48,033 
1933. 
Foreign, Dominion and Colonial Govern- 
ments and Municipalities . ‘ . | 1,480,000 61,126 49,392 
British Companies abroad ; é . | 1,211,000 41,898 7,795 
Foreign and Colonial Companies : . 695,000 | 35,250 9,645 
Total : ‘ - ‘ . | 3,386,000 | 138,274 66,832 














The nominal amount of British capital invested abroad in 
marketable securities at the end of 1933 is estimated at £3,386 
million. This total does not, of course, include the considerable 
amount of investment in property, mortgages, etc., and in 
securities not regularly dealt in on the London market. Dollar 
bonds and shares are an important part of this item and these are 














1935] BRITAIN’S OVERSEA INVESTMENTS IN 1933 AND 1934 453 


held predominantly by Insurance Companies and Investment 
Trusts. 

Returns received from a number of American companies 
indicate that British participation in their share and loan capital 
was somewhat less at the end of 1933 than in the previous year ; 
this is also confirmed by an examination of the change in the 
volume of dollar securities held by Investment Trusts in these 
years. The sharp decline in business activity in the United 
States leading up to the grave banking crisis of the spring of 1933 
caused some selling of investments and, although boom conditions 
again prevailed on Wall Street during the summer months, 
uncertainty about the future of the dollar was too great to permit 
of any appreciable reinvestment.1 The nominal amount of 
British capital investment other than in quoted securities is, 
therefore, approximately estimated at £280 million at December 
1933 as compared with £285 million at December 1932. No great 
accuracy is claimed for this figure, since it is intended to cover not 
only security investments, but also a large number of miscellaneous 
assets of companies and individuals to which in any case a nominal 
value can only be arbitrarily assigned. 

However, if this approximation is added to the statistically 
more reliable figure arrived at above, British capital employed in 
all forms of oversea investment is calculated at £3,666 million at 
the end of 1933, as compared with £3,640 million at the end of 
1932. Although the absolute change in the nominal amount is of 
little significance, the reversal in 1933 of the downward trend 
which had been in evidence since 1930 is important. 

A comparison of the sums raised on the London market for 
oversea issues with the amounts repaid through the operation of 
sinking funds and maturities may be of interest. 








British Subscription to Repayment to the 
New Overseas Issues. United Kingdom. 
1929. . , : £96 million £49 million 
1930 —. ‘ ; : 98 39 
1931 : ; : 41 27 
1932. ‘ , F 37 48 
1933. ; : ‘ 83 67 











Repayments in 1933 amounted to an exceptionally heavy 
item of £67 million. The above figures, however, exclude con- 


1 It may be recalled that in 1933 almost the whole of the U.K. 54 per cent. 
dollar loans due 1937, of which $136 million was outstanding, was converted 
into U.K. sterling bonds. The proportion of this dollar loan held by British 
nationals had already been high prior to conversion, but further amounts were 
purchased in New York before the final date for conversion. 
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versions, but not new issues, the proceeds of which have been used 
wholly or in part to effect redemption of existing loans. Such 
refunding operations, which were of frequent occurrence in 1933, 
account for the apparently large volume of repayments during 
that year. 


Income from British Oversea Investments. 

The following table illustrates the trend of the annual income 
obtained from Britain’s oversea investments since 1929. The 
figures show the income accruing to investors (before deduction of 
British income tax), and for reasons already stated (see p. 446) 
should not be applied in a calculation of the balance of payments 
of the United Kingdom unless suitably adjusted.} 


Tasxe VIII. 
Britain’s Oversea Investment Income 1929-34.? 





























1934.2} 1933. | 1932. | 1931. | 1930. | 1929. 
Dominion, Colonial and 
Foreign Government and 
Municipalities : . | 61:0 61-1 62-4 65:9 64:7 64:7 
British Companies (regis- 
tered in the U.K.) . . | 457 41-9 42:5 48:8 76:5 86-0 
Foreign and Colonial Com- 
panies (registered abroad) | 39-5 35°33) 39-2 40-8 51-0 61-7 
Other Investments (not 
covered by above) 4 : 12-1 11-4 12-3 13-2 16-8 18-5 
Total . .  . | 158-3 | 149-7 | 156-4 | 168-7 | 209-0 | 230-9 








The rise of £8-6 million in 1934 from the low figure of £149-7 
million in the previous year does not fully reflect the improvement 
that occurred in the remittances to the United Kingdom in 
respect of capital employed abroad. During the years of 
depression large sums were frequently drawn from reserves to 
meet dividend payments and other commitments, while the usual 
allocations to provide for depreciation and obsolescence were well 
below normal. The welcome improvement in earnings in 1934 
provided British companies with an opportunity to improve their 

1 Account would have to be taken not only of head office expenses and sums 
placed to or withdrawn from reserves, but also of the income derived by oversea 
nationals from their investments in the U.K. 

2 The figures for 1934 are provisional. 

3 The figure finally obtained for the income from British investments in 
Foreign and Colonial companies in 1933 is appreciably less than the forecast 
given in a previous article. The loss in sterling income due to the depreciation 
of the dollar and to increased default was greater than anticipated. 

4 The average rate of income derived from these investments is assumed to 
be the same as that obtained from negotiable securities. 
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financial structure, with the result that the proportion of profits 
placed to reserve during the year rose sharply. Thus from a large 
sample of reports of British companies (operating at home and 
abroad) the Economist estimated the sums placed to reserve at 
19-7 per cent. of profits in 1934, as compared with 11-5 per cent. 
in 1933 (see Economist, Jan. 19, 1935, p. 112). 

The factors responsible for the rise in investment income in 
1934 have already been discussed in previous pages. The out- 
look for further improvement is undoubtedly brighter than for 
some time past. Income from foreign Government and Municipal 
bonds is unlikely to suffer further serious loss through default, 
while, on the other hand, there is hope for an improvement in 
this income as a result of negotiations for at least partial resump- 
tion of service. The proposal of the Chilean Government to 
allocate the proceeds of an export tax on nitrate and copper for 
debt service is a case in point. The increasing trade within the 
sterling area, the prospect of a continued high price for gold and 
the operation of the restriction schemes in Tea, Tin and Rubber 
may afford a higher level of earnings for a large number of British 
companies operating abroad, while the latest restriction agree- 
ment for Copper may substantially raise the earnings of copper- 
producing companies in the Empire. On the other hand, beyond 
a certain point, any further improvement would seem to depend 
upon an increase of trade throughout the world and a general 
advance in world prices. The problem of securing these is 
closely associated with that of stabilisation of the major currencies 
at appropriate levels and of a general reduction in tariffs and other 
trade restrictions prior to or following stabilisation. However, 
even if these desirable objectives could be attained, it is question- 
able if Britain’s income from her Oversea Investment can for 
many years reach the high level of £300 million per annum such as 
prevailed in 1926 and 1927. Final settlements will result in a 
considerable reduction in the rate of interest payable on defaulting 
foreign bonds, while conversion and refunding operations will 
effect a gradual but substantial decline in the rate payable on 
Dominion loans. Restriction schemes may succeed in forcing 
up prices of important commodities to higher levels, but the 
stimulus given to production outside restricting areas and modern 
intensive research into the possibilities of substitute products 
indicate that the fantastic prices attained by certain articles in the 
years prior to the depression are no longer possible. 

ROBERT KINDERSLEY 








WAGES AND INTEREST: THE DYNAMIC PROBLEM 


I 


Very much the most difficult and awkward part of the theory 
of wages is that which abuts on the theory of capital and interest. 
It is impossible to have an adequate theory of the determination 
of wages—at least in the short period—without having an 
adequate theory of capital and interest; and up to the present 
that has not been generally available. 

Most modern theories of capital fall into one or two classes. 
On the one hand, there is the “‘ timeless ” type of theory, which 
treats capital as a factor of production like any other. Such a 
theory is that of J. B. Clark. In practice, it assimilates capital 
to land, treating it as the inexhaustible provider of a regular 
stream of resources. On the other hand, there is the ‘‘ period of 
production ” theory of BGhm-Bawerk and Wicksell. This treats 
capital as “‘ stored-up labour ’’—labour stored up in the past. 

In spite of the controversies which have gone on between the 
adherents of these two theories, they both fall under the same 
condemnation. They are both “stationary” theories, built 
upon the hypothesis of a stationary state, quite satisfactory 
under that hypothesis, but incapable of extension to meet other 
hypotheses, and consequently incapable of application. In a 
stationary state they are both correct. The “timeless” theory 
is correct, because capital, in stationary conditions, must always 
be renewed in exactly the same form as that in which it wore out ; 
even if it is technically exhausted, it is economically inexhaustible. 
Béhm-Bawerk’s theory is correct, because the amount of labour 
employed in producing new capital instruments must always be 
exactly the same as that which had been employed in the past 


1 In my book, The Theory of Wages, I employed an unhealthy amalgam of 
these two theories; and for this, at least, I was very properly rebuked by Mr. 
Shove (Economic Journal, 1933, pp. 470-72). 

The present paper, which seeks to explore a better path, owes something to 
Fisher’s Theory of Interest; and more to those few works of Professors Lindahl 
and Myrdal which are accessible to one who does not read Swedish (Lindahl, 
‘* The Concept of Income,” in the Cassel Essays; Myrdal, ‘‘ Der Gleichgewichts- 
begriff,” in Beitrdége zur Geldtheorie). I have also had the advantage of reading 
some unpublished writings by Mr. A. G. Hart, of Chicago, and Mr. V. Edelberg, 
of London, which bear closely upon my subject. 
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in producing a similar quantity of those instruments which are 
now in use. But once we leave stationary conditions, these 
convenient equalities disappear, and theories based upon them 
cease to be applicable. 

To found a theory upon an assumed equality, which is not a 
real equality, is a most dangerous thing to do; for the more 
complex the theory becomes, the more specialised it becomes. The 
blinkers grow, until they shut out nearly all the landscape. One 
distinction blurred over breeds another, until we have in the end 
only a special case of a special case of a special case. 

If we must simplify (and of course we must—to take into 
account all the complexities at one bound would be ridiculous), it 
seems much better to simplify in another way. I propose in this 
paper to employ all the ordinary simplifications of economic 
theory—those simplifications which we can employ comfortably, 
because we have some idea of how to remove-them-—but not to 
employ the dangerous simplification of a stationary state. 

The first advantage of leaving stationary conditions is that it 
imposes upon us a new responsibility about time. In a stationary 
state, one moment of time is much like another, and it is possible 
to be very careless about time without going far wrong. but in 
dynamic conditions, the events of one moment are ordinarily 
different from the events of another, so that we are warned to 
mark them off clearly if we want to avoid confusion. 

One consequence of this seems to be that in dynamic analysis 
the assumption of continuity, which is so convenient in statics, 
becomes highly inconvenient. We are accustomed to thinking of 
economic magnitudes as continuous “ flows,’’ but the convenience 
of this is limited to the static case, when the flows are constant 
through time. A flow which varies through time is very difficult 
to handle. Consequently it seems best to cut up the varying flows 
into short sections, each of which can be treated as constant. We 
can do this by supposing changes to take place, not continuously, 
but at intervals.! 

Bearing these things in mind, let us draw up a set of simplify- 
ing assumptions. 

(1) We shall assume a community which is wholly engaged in 
the production of a single homogeneous good, which we shall call 
Bread. 

(2) Bread is made by the co-operation of labour (assumed 


1 It seems quite as legitimate to treat the continuous variable time as if it 
were discontinuous, as it is to treat the discontinuous demand schedule as if it 
were continuous. 
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homogeneous) with capital goods (not homogeneous) which we 
shall call Equipment. Equipment may include land, buildings, 
machinery, raw materials, and half-finished goods. 

(3) Since every part of time has characteristics of its own, we 
cannot manage the analysis of more than a finite period of time. 
In particular, the period of time under consideration must have a 
beginning. Everything which takes place before that beginning 
is a datum. 

(4) At the beginning there exists a certain amount of Equip- 
ment, and a certain stock of finished Bread. The Bread and 
the Equipment are owned by entrepreneurs; but against these 
assets, the entrepreneurs have Debts, owed either to the labourers 
or to rentiers. The amounts of initial Bread, initial Equipment, 
and initial Debts are the necessary result of what has gone before, 
and are therefore all data. 

(5) In order to avoid monetary complications, we shall pro- 
visionally assume that all prices (including Debts) are reckoned in 
terms of Bread. The rate of interest is a ‘“‘ bread ’’ rate of interest ; 
it arises out of a contract to supply so much bread in the future in 
return for so much bread now. 

(6) Transactions take place discontinuously. Let us say that 
the market is only open on one day in the week (Monday) ; on that 
day labour is hired, labour is paid, and on that day loans are 
made, (Equipment, on the other hand, is not exchangeable.) 
We shall! also assume here that all loans are made for the week, 
and can be repaid if either party desires on the following 
Monday. This is a more dangerous assumption than most, since 
it implies that all loans are short. It is not, however, the sort of 
assumption which is very difficult to remove. 

(7) Lastly, I assume perfect competition in the market for 
labour, in the market for loans, and consequently in the market 
for bread. 


II 


In our simplified economy there are thus two prices : a rate of 
wages and a rate of interest. On each market day these two 
prices have to be determined, the rate of wages at that level which 
will equate the demand and the supply for labour on that day, the 
rate of interest at that level which will equate the demand and the 
supply for loans. Now these demands and supplies are simply 
the resultants of the actions of individual entrepreneurs, labourers 
and rentiers ; so that in order to discover the principles governing 
them, we have to examine the position of a representative entre- 
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preneur, a representative labourer, and a representative rentier 
respectively. 

The representative rentier finds himself on the first Monday 
with certain debts due to him (debts which include accrued 
interest, that being also a “‘ bygone”). He has to decide how 
much of this sum to consume, and how much to reinvest. His 
decision will depend, in the general case, upon his relative prefer- 
ences for present consumption, and for consumption at various 
future dates; upon the current rate of interest and upon the rate 
of interest which he expects to rule in future weeks. These are 
the things, that is, which he may take into account; it makes no 
difference to our analysis if he is, in fact, much less circumspect, 
and bases his decision (say) only upon the current rate of interest, 
and his desires to possess certain capital values at the end of the 
first week. 

If we could assume that the labourer cannot-vary the amount 
of labour which he is willing to perform in any particular week, 
then the position of the labourer would be substantially similar to 
that of the rentier. He receives a certain claim to bread on the 
first Monday (either in respect of past services or as an advance on 
future), and he has to decide how much to consume now and how 
much (if any) to invest. The only difference would be that his 
decision may beaffected by his anticipations of future rates of wages. 

If we must assume that the labourer can vary the amount of 
labour he performs, so that he has to choose how much labour to 
perform now, a rather more difficult problem emerges. But 
although it could be dealt with by the general methods of this 
paper, it seems unnecessary to consider it here. 

The representative entrepreneur has to consider how much 
labour to employ now, and how far he will increase (or diminish) 
his debts. This last will depend partly upon his relative prefer- 
ences for present and future consumption (in which matter he 
behaves just like a rentier), but partly also upon his estimates of 
the profitability of production. His demand for labour will depend 
wholly upon his estimates of the profitability of production—that 
is to say, upon the particular production plan he chooses to adopt. 

A production plan can be regarded, on the basis of our simpli- 
fying assumptions, as a series of outputs of bread in successive 
weeks, together with the series of inputs of labour necessary to 
obtain those outputs.1. For the entrepreneur has actually to 
determine, not only how much labour he will employ in the first 

1 Each output to be reckoned at the date when it is sold, each input at the date 
when it is paid. 

No. 179.—voL, XLv. HH 
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week, but how he will employ that labour, whether in the produc- 
tion of bread for the next market day, or in the production 
of bread for the more distant future (activity which, a week 
after, will only have resulted in the production of equipment). He 
has a choice between a wide variety of production plans, but not 
an unlimited variety, since his choice is conditioned by the 
amount of equipment which is in his possession at the beginning. 
The fact that his initial equipment is given imposes one relation 
on the stream of outputs and inputs. Thus, if all the inputs are 
given, and all outputs but one, we can tell what is the maximum 
output which can be obtained on that remaining date; if all the 
outputs are given, and all inputs but one, we can tell what is the 
minimum input necessary on the remaining date. This relation 
may be called, by analogy with static theory, the production 
function. 

Since he works under this limitation, the entrepreneur will 
only be able to increase his output at any specified date in the 
future, if he either diminishes his output at some other date, 
or increases his employment of labour at some date or other. 
He cannot increase the output of any period without either 
diminishing some other output or increasing some input. 

Of the various possible plans, that one will be chosen which 
maximises the present value of the entrepreneur’s net assets.! 
His estimation of this value depends partly upon the current rates 
of wages and interest, partly upon the wages and interest rates 
which he expects to rule at relevant dates in the future.2 These 
latter rates are pure estimates, but on these estimates both the 
present value of his assets and the production plan adopted will 
depend. 

Present value will be maximised when it is impossible to increase 
it by any variation in the production plan. Three kinds of varia- 
tion are technically possible: (1) output of one date may be 
substituted for output of another date ; (2) input of one date may 
be substituted for input of another date; (3) one output and one 
input may be simultaneously increased or diminished. Examina- 
tion of the third type of change gives us a set of marginal 
productivity conditions; and it will appear that when these 


1 This depends upon the assumption that he can borrow or lend freely at 
fixed rates of interest (perfect competition). The entrepreneur’s preferences 
about consumption at different dates do not affect the choice of a production 
plan. For any increase in the present value of his assets will always make it 
possible for him to reach a preferred consumption plan by suitable borrowing or 
lending. 

2 More strictly, the probable rates. Cf. Marshall, Principles, 8th edition, p. 
858—the last sentence in the book. 
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conditions are satisfied, changes of the first two types cannot be 
profitable either. 

Change of the third type will be unprofitable if the cost of any 
unit of future labour (discounted back to the present) or current 
labour (undiscounted) equals the discounted value of every 
alternative output that could be got from it. That is to say, the 
anticipated rate of wages in any period must equal the marginal 
product of that labour in any subsequent period (discounted back 
to that period), or to the marginal product of that labour in any 
previous period (accumulated on to that period).' Once these 
conditions are satisfied, it follows that a small change of the third 
type must leave present value unchanged. But a small change 
of the first or second type can always be reduced to two changes 
of the third type; if these leave present value unchanged, their 
sum must do so as well. The marginal productivity conditions 
are therefore enough to determine the production plan. 

But although these marginal productivity conditions are 
sufficient to determine the production plan, there is no need to 
put the conditions into this form if it is not convenient. We 
can, if we like, derive conditions from the first type of change— 
the substitution of one output for another. This would give us 
conditions analogous to Wicksell’s equation—the rate of interest 
equals the relative marginal productivity of “‘time.”* Unlike 
Wicksell, however, we have to take into account the possibility 
that the expected rate of interest may be different at different 
future dates.® 


1 It should be observed that in general the labour of any period has as many 
marginal products as there are periods under consideration, for it will be possible, 
by employing extra labour at any particular date, to increase output at any other 
period we choose. Future labour even has a marginal product in the periods 
before it is actually applied; for the output of bread in the near future might be 
increased at the expense of the deterioration of equipment—which could be made 
good at a later date. (I owe this last point to Mr. Edelberg.) 

2 Lectures on Political Economy, Vol. I, pp. 172-184. 

3 Like the ordinary static marginal productivity theory, the above analysis 
assumes that the production function is continuous. This assumption has caused 
trouble even in static theory (witness the disputes about ‘‘ constant coefficients ”’ 
or “‘ fixed proportions ”’) and it is much more dubious here. For there can be 
no doubt that a good many output-input pairs will be quite unrelated, in the sense 
that a small increase in input at date ¢, could not facilitate any increase in output 
at date ¢,, while a small diminution in input at ¢, could not leave all other outputs 
unchanged, even if output at date t, were abandoned altogether. 

The difficulty could be overcome by replacing our “ marginal products ”’ by 
‘* marginal net products ”’ in the manner of Marshall, but it seems hardly worth 
while to work that out here. For the reader will observe that in the following 
section we never need to assume that any input-output pair is capable of variation ; 
we shall only use the marginal productivity conditions to give us the laws of 
adjustment for those pairs which are capable of being adjusted. 

HH 2 
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Il 


Like the marginal productivity conditions of static theory, 
our present marginal productivity conditions are only a means to 
anend. What we want to discover from them is the way in which 
the firm’s production plan (and in particular its demand for 
current labour) will be affected by changes in the prices and 
price-anticipations which govern it. This we may now proceed 
to examine ; but it is very important to be clear first of all that the 
changes with which we are concerned are purely hypothetical 
changes. We are still on our first Monday ; we are examining the 
differences between the production plan actually adopted and 
that which would have been adopted if prices or price-anticipa- 
tions had been different. 

The only current prices which enter into the problem are the 
current rate of wages and the current rate of interest; the only 
anticipated prices the rates of wages and rates of interest which 
the entrepreneur expects to rule in subsequent weeks. How will 
changes in these rates affect the current demand for labour ? 

A fall in the current rate of wages (unaccompanied by any fall 
in expected rates of wages, or by any change in interest) will 
ordinarily increase the demand for labour in two ways. On the 
one hand, it will cause current labour to be substituted for future 
labour; on the other hand, it will reduce the marginal cost of 
output at various dates in the future. Consequently, it will be 
profitable to plan an expansion of future output, in whose produc- 
tion more current labour, at any rate, is likely to be used. 

A fall in the current rate of interest (accompanied by any fall in 
expected interest rates, or by any change in wages) will have 
exactly similar effects. It will raise the discounted values of all 
future receipts and future outpayments relatively to that of 
current labour ; and this comes to the same thing, in its effects on 
the production plan, as a cheapening of current labour. 

A fall in the rate of wages which is expected to rule at some 
future date (current rates, and all other expected rates, remaining 
the same) is less certain in its effects. It is natural to suppose 
that the labour of this future period would tend to be substituted 
for current labour, and therefore the demand for current labour 
would be diminished. But this is not certain ; for it is conceivable 
that the labour of the two periods may be technically complement- 
ary, so that the new production plan, although it is adopted 
because it uses more labour at the future date (when labour is 
expected to be cheap), may also demand the employment of more 
current labour as well. 
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A fall in the rate of interest expected to rule during some 
future period (once more, other rates being equal) is most likely 
to increase the demand for current labour. For it raises the 
discounted values of all the outputs subsequent to the future 
period in question, and also raises the discounted cost of all 
subsequent inputs. It thus becomes more profitable to produce 
certain outputs, and this will normally increase the demand for 
labour of any period; but at the same time late applications of 
labour have become more expensive, so that the increased demand 
is likely to fall mainly upon the labour of earlier periods. Among 
these is current labour, and the demand for current labour is 
therefore likely to rise. 

These four cases give us the elements of our preseiit problem ; 
for all possible changes in wages and interest can be reduced to 
combinations of these four cases. Some particular combinations, 
however, are so important that it may be useful if we work them 
out in detail. 

We have to recognise that the expectations of the future course 
of wages (and interest) are largely based on current rates; con- 
sequently a change in current rates is very unlikely to leave 
expected rates unchanged. When this is taken into account, we 
evidently ought to inquire what is the effect of a change in current 
wages (or interest) which induces a proportionate change in ex- 
pected wages (or interest) in the same direction. 

A general fall in wages (current and expected) will diminish the 
marginal cost of output at all dates, and must therefore lead to an 
expansion of output. This expansion may be general (at all 
dates), but it is not inevitable that it should be so. (Technical 
conditions may concentrate the increased output upon particular 
periods.) In order to produce the increased output, more labour 
will be needed; but how this increased demand for labour will 
be divided between current labour and future labour cannot be 
determined a priori. It is conceivable, though not perhaps very 
probable, that there might be no increased demand for current 
labour at all.? Since future labour is unchanged in cost relatively 

1 Against this must be set the empirical fact (on which Marshall based his 
analysis of the “ short period ”’) that initial equipment is likely to be fairly specific. 
This implies that the technically possible production plans are likely to vary more 
widely in the opportunities they offer for the employment of future labour 
(particularly labour of the more distant future) than in the opportunities they offer 
for current labour. In the present application, therefore, it would seem that the 
increased demand for labour is more likely to exert itself upon future labour 
(though labour of an earlier date than that at which the fall in interest is due) 


than upon current labour itself. 
2? Compare the preceding note. 
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to current labour, there will be no direct substitution of one for 
the other." 

A general fall in interest (current and expected) will lead to a 
more complicated change. It is now not merely a matter of 
future labour becoming dearer relatively to present ; future labour 
of every period becomes dearer relatively to all earlier labour 
(current and future), cheaper relatively to all future labour of a 
later date. There will therefore be a slight incentive to substitute 
current labour for labour of the near future, and at the same time 
* much stronger incentive to substitute it for labour of the distant 
future. Taking these together, it looks as if there would be a very 
definite increase in the demand for current labour.? 

But this is not all. The discounted values of all future outputs 
would be raised by an amount which would increase as the output 
date receded into the future. This would be a further factor 
tending to increase the demand for labour, which would exert 
itself upon labour of all periods; but particularly upon those 
applications of labour which are appropriate for the production 
of increased output in the more distant future. There can be 
little doubt that this would be a further factor tending to increase 
the demand for current labour. 

Six cases are, perhaps, enough. They seem to show that any 
fall in wages or interest is likely to increase the current demand for 
labour, excepting a fall in the expected future rates of wages, 


1 Since the amount of labour employed will tend to increase relatively to the 
initial equipment, we may say, if we like, that there is substitution of current 
labour for past labour. But this is rather misleading, as the amount of past 
labour is embodied in the initial equipment, and is a datum. The use of such 
expressions in Chapter IX of my Theory of Wages misled many readers, and to 
some extent the author himself. 

2 Even this might conceivably be offset by queer forms of complementarity. 
Take the following special case. A fall in the rate of interest for all periods raises 
slightly the discounted cost of labour to be performed in three weeks’ time, and 
raises much more the discounted cost of labour to be performed in 20 weeks’ time. 
The important substitution will therefore be against labour performed in 20 weeks’ 
time—in favour of current labour, and labour performed in three weeks’ time. 
Now it is possible that labour performed in three weeks’ time may be much more 
easily substituted for the distant future labour; so that this substitution would be 
effective, while the substitution of current labour for the distant future labour 
(on account of technical conditions) would be relatively ineffective. Further, if 
this was so, it would be possible for current labour to be complementary with the 
distant future labour; so that the marginal product of current labour might be 
diminished, by the diminution in the planned employment of labour in 20 weeks’ 
time, more than enough to offset its own increased relative cheapness. Whence 
the demand for current labour might be diminished. 

This is perhaps improbable, but it is not inconceivable. It is given here as 
an example of the things not dreamed of in the philosophy of Bbhm-Bawerk and 
Wicksell. 
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unaccompanied by a fall in current rates. This is, on the whole, 
what we should expect; so far then our analysis has done no 
more than uncover a few (doubtless improbable) exceptions to 
a common-sense conclusion. 


IV 


These things, then, determine the firm’s demand for labour 
on the first Monday; what determines its demand for loans ? 
Strictly, what we want is the extent to which it will desire to 
increase or diminish its debts; and this increase or diminution 
is the difference between its expenditure (on input and entre- 
preneurs’ private consumption) and its receipts from output. 
The demand for loans thus depends very largely upon the demand 
for labour, and this dependence can be a source of great confusion 
if it is not treated very carefully. 

There is, however, a way by which this difficulty can be 
avoided. The market for loans will be in equilibrium on the 
first Monday (demand will equal supply) if the extent to which 
entrepreneurs desire to increase (or diminish) the debts owed by 
them is exactly matched by the extent to which labourers and 
rentiers desire to increase (or diminish) the debts owed to them. 
Rentiers will desire to diminish the debts owed to them by an 
amount equal to their present consumption ;! labourers to increase 
(or diminish) the debts due to them by an amount equal to the 
difference between their wages and their present consumption. 
Therefore, if the loan market is to be in equilibrium, we must have 

Wages + Entrepreneurs’ consumption — Output of bread 
= (Wages — Consumption of labourers) — Consumption of rentiers. 


.. Entrepreneurs’ consumption + Rentiers’ consumption 
-+ Labourers’ consumption = Output of bread. 


.. Demand for bread = Supply of bread. 


An obvious result, soit would appear! But it conveys the less 
obvious message, that in order to determine the rate of interest, 
we need not examine that elusive thing, the ‘‘ capital market ”’ ; 
for if the market for labour is in equilibrium, and if the market 
for bread is in equilibrium, the market for loans must be in 
equilibrium too. 

The reason why we can refer back to the bread market in this 
way is that we have taken bread as our standard of value. There 
are two prices to be determined—a rate of wages and a rate of 
interest; and three equations to determine them—equations of 


1 It will be remembered that these debts include accrued interest. 
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supply and demand for labour, loans and bread. Of these three 
equations (as in the system of Walras) one follows from the other 
two. But it is completely indifferent which of the three equations 
we strike out in this way; convenience seems to dictate that we 
should strike out the equation relating to loans. 

As an example of the sort of analysis which now becomes 
open to us, let us take the case of Trade Union action. Suppose 
that on our first Monday the labourers form a Trade Union, 
and insist (successfully) upon a higher wage than they would 
otherwise have got. What will be the effect on employment ? 
That is to say, what will be the difference between the number of 
labourers employed under these conditions and the number who 
would have been employed at the same date if there had been no 
combination ? 

The analysis of the last section enables us to answer this 
question, so long as we can assume that the rate of interest is 
unaffected. It will depend to some extent upon the length of 
time for which the rise in wages above the competitive level is 
expected to last; but in any case the demand for labour on the 
first Monday will probably fall—though, in view of the specificity 
of equipment, not much. 

Is it necessary to make any correction of this result for a change 
in the rate of interest? We can investigate this by inquiring 
whether the higher rate of wages will affect the supply or the 
demand for bread. The supply of bread is (mostly) a datum, due 
to decisions which have been made in the past; so it is only the 
demand for bread which may be seriously affected. Now, since 
the receipts of the labourers will have been increased, and they 
are not likely to desire to save all their gains, their demand for 
bread will probably rise. There is no reason why the demands of 
the rentiers should be affected. The only hope of preventing a 
rise in the total demand for bread, therefore, comes from the 
entrepreneurs. 

As a result of the rise in wages, the total value of the entre- 
preneurs’ assets (measured in terms of bread) must have been 
reduced. Consequently, on the basis of their present expecta- 
tions, they will have to plan a reduction in consumption either 
now or in the future. If they are quick to adjust their consump- 
tion habits, they may choose to consume less now; in which 
case the total demand for bread may be unaffected. But if they 
are not quick, the total demand for bread will rise, and the rate of 
interest will rise. 

The effects of a rise in the rate of interest can be worked out on 
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the same lines as before. It generally gives a secondary fall in the 
demand for labour in addition to the primary fall.+ 


V 


This analysis of the effects of Trade Union action is, I believe, 
formally correct : that is, it is correct on its own assumptions. 
But it is not an analysis which can be applied to the real world in 
a rough-and-ready fashion—though it is capable of being extended 
in such a way as to make it applicable. 

For the world we have been analysing is a world in which 
wages are paid in bread, and the rate of interest is a ‘‘ bread ”’ rate 
of interest ; in the real world wages are paid in money, and the rate 
of interest is amoney rate. This affects our analysis in two ways. 

On the one hand, since the enterprise does its calculations in 
money, and the price of its product in terms of money is not 
fixed, we have to take into account, when analysing the produc- 
tion plan, not only current and expected rates of wages and 
interest, but also the current price of the product, and the expected 
movement of that price. This means that when we are analysing 
the effects of a rise in money wages, we have another set of indirect 
influences to take into account—indirect influences through the 
prices of products. 

On the other hand, since money is now taken as the standard 
of value, it is the equation of demand and supply for money which 
is available to determine the rate of interest. The “‘ consumption- 
good ”’ equation which we used before is now no longer available ; 
for it is fully occupied in determining the prices of consumption 
goods. This means that the reactions through interest are 
monetary reactions, and will depend in practice on the monetary 
system. 

Thus, in order to analyse the effects of a rise in money wages, 
we ought (1) to examine the effect on the production plans, assum- 
ing unchanged (current and expected) interest rates and prices of 
products; (2) to allow for the effect on product prices of any 
expenditure of the increased wages ;? (3) toexamine the secondary 


1 The distinction, made in Chapter IX of my Theory of Wages, between un- 
employment due to the direct effects of a rise in wages, and unemployment due to 
indirect effects through ‘“ capital consumption,” was therefore valid; but the 
analysis of both effects was very faulty. 

The whole of that chapter ought to be withdrawn. Béhm-Bawerk was no 
substitute for mathematics ! 

2 It is possible that very little of the increased wages may be spent before 
Monday week. If this is so, then (at this stage) the capital value of the entre- 
preneurs’ assets will be reduced, unless they expect an increased demand from 
the labourers later. And such a reduction might induce them to economise. 








468 THE ECONOMIC JOURNAL [sEpT. 1935 


effect on employment by this route, still assuming interest rates 
unchanged ; (4) to examine the effect on the demand for money of 
these previous adjustments (interest still unchanged); (5) if we 
decide that the demand for money will be increased, to inquire 
whether that increased demand can be satisfied without a rise in 
the rate of interest. To answer these last questions will be a 
matter for monetary theory—but they do not look unanswerable. 
Finally, it should be observed that in all our investigations we 
have never got beyond our first Monday. There is no reason why 
theory should be becalmed at that point; and it is clear that in 
order to give a complete answer to the problems we have raised, 
we ought to go on to see what happens on Monday week. How- 
ever, time must go in its own order; and Monday week will have 
to be another story. J. R. Hicks 


Gonville and Caius College, 
Cambridge. 











INDIA IN THE.WORLD DEPRESSION 
1. The Course of the Depression. 


TRADE fluctuations were not unknown in India before 1929; 
a hundred years ago there was a prolonged economic depression 
in Southern and Western India, and there have been some milder 
slumps since. But before 1870, India’s connection with the rest 
of the world had been very imperfect, and price movements in 
Europe had no very active influence on Indian prices. Even the 
‘Great ’’ depression of 1873-96 had hardly any echo in India; 
while prices in Europe fell by 30 to 40 per cent., they remained 
fairly steady in India. This was perhaps largely due to the 
depreciating rupee exchange, but that was not the only cause. 
With the adoption of the gold exchange standard by India 
towards the close of the nineteenth century, the rupee was linked 
to the gold currencies of the West; and the regular steam- 
' transport and the largely increased demand for Indian cereals, 
jute and cotton in the first decade of the present century brought 
India into closer contact with Europe and America. In other 
words, India became an integral part of World Economy; her 
primary products became essential for the feeding of men and 
machines in the West, and she became a steady market for the 
finished goods of European industries. In result, India has had 
a full share in the depression which started in October 1929; and 
her public finance as well as the private finances of her people 
came to be seriously affected by the slump. 

The fall of prices was heaviest during the period from October 
1929 to December 1930. Most of India’s staples fell more than 
40 per cent. within fourteen months. The Calcutta index-number 
(base 1914), which stood at 143 in October 1929, fell to 91 by 
September 1931—a fall of 36 per cent. The abandonment of the 
gold standard in September 1931 gave a temporary check to the 
slump, and there was a slight upward trend, but the downward 
course started again and by June 1932 the index-number fell to 
87 per cent.—a fall of 40 per cent. Since then, prices remained 
fairly stationary until April 1934, when a slightly upward ten- 
dency commenced, partly due to the recovery programme in 
America. Thus, between April 1934 and February 1935, cereals 
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showed a rise of about 13 per cent., oil-seeds 19 per cent. and 
raw cotton 5 per cent. This, however, does not indicate any 
definite recovery ; some prices have again sagged, and the general 
index is still not above 90—about 36 per cent. below the 1929 
level. 

The most notable feature of the slump in India is the wide 
disparity between the prices of primary products and finished 
goods. While rice slumped 52 per cent., oil seeds 55 per cent., raw 
jute 53 per cent., and raw cotton 51 per cent., between September 
1929 and March 1934, cotton manufactures slumped only 29 per 
cent., metals 22 per cent. and sugar 26 per cent. during the same 
period. As India’s exports are chiefly primary products, this 
disparity has affected the barter terms of trade. The price- 
index for exported articles fell by 46 per ‘cent., while that 
for imported articles fell only by 24-6 per cent. Hence the 
rapid decline in India’s balance of trade in merchandise from 
Rs. 80 crores in 1929 to Rs. 43 crores in 1932. The total value 
of merchandise exports fell from Rs. 330 crores in 1929 to 
Rs. 132-6 crores in 1932-33. Conditions, however, have since 
improved slightly. In the last financial year, exports came to 
Rs. 154 crores and the balance of trade to Rs. 22} crores. The 
disparity between agricultural and industrial prices is also 
becoming narrower. 


2. The Effects on the Depression. 


The immediate result of the slump was the breakdown of the 
country’s purchasing power. The extent of this breakdown can 
be gauged from the fact that the value of the principal crops, 
which came to Rs. 1,018 crores in 1929, declined to Rs. 534 crores 
(by 52-5 per cent.) in 1933. It is true that a good part of the 
food crops raised in the country is consumed by the producer 
himself or exchanged in kind for services rendered; and 85 per 
cent. of our cultivated area is under food-crops. But the culti- 
vator has to pay his land revenue and interest charges in money, 
and the burden of these fixed charges is crushing the agricultural 
classes to an extent unknown before. As a result, Government 
was compelled to make partial remissions of land revenue; rent 
disputes have increased; and the debts of agriculturists are 
hanging like a millstone round their necks. 

It is well to recognise, however, that although India has 
been hit by the world depression, her position is not so bad as 
that of many agricultural countries which have concentrated on 
the production of one or two commodities needed for the world 

















1935] INDIA IN THE WORLD DEPRESSION 471 


market. To take some examples :—Brazil specialises in growing 
coffee, which accounts for 70 per cent. of its exports; Cuba 
produces chiefly sugar almost entirely for export, and its export 
trade is nothing without sugar; certain parts of Africa (e.g. 
Gambia, Senegal) are exclusively devoted to the production and 
export of groundnut. These lands depend entirely on world 
demand, and are sorely hit when the world markets fail. Take, 
for instance, the present position of sugar-producing countries. 
India imported 1 million tons of sugar in 1930-31; but she took 
only 264,000 tons in 1933-34. From Java alone her imports 
came to 809,000 tons in 1930-31; in 1933-34 it was only 194,000 
tons. Such cataclysmic changes in trade have completely dis- 
organised the economic condition of those countries. In this 
respect, India enjoys a much more stable position; in spite of 
the increasing demand for India’s staples from outside during 
the last sixty years, she still remains more self-sufficient than 
any country in the world, except perhaps China. Only a small 
share of her total production (7 to 10 per cent.) is exported. 
Out of her total cultivated area of 228 million acres, 85 per cent. 
is under food-grains, and so far as India (excluding Burma) is 
concerned hardly any part of the produce of that area is exported. 
Cotton comes next with 14 million acres, and only 30 per cent. 
of that crop is exported. Jute and tea are raised on only 1 per 
cent. of the total cultivated area of India, and the bulk of both 
products (73 per cent. and 88 per cent. respectively) is exported. 
Fortunately for India, hardly any part of the country depends 
solely on one commodity. Her agricultural economy is broad- 
based on a diversified system of crops, a wise mingling of many 
subsistence crops with a few “‘ money ” crops. In this respect, 
even Australia and Argentina, Ceylon and Malaya, are more 
vulnerable than India. It must be admitted, however, that 
some parts of the country depend more than others on export 
trade; Bengal, with nearly all the jute area in the country, is 
therefore the worst exposed to the risks of world dependence, 
but even Bengal has only 6 per cent. of her total cropped area 
under jute; and rice, which accounts for 80 per cent. of the 
area, is nearly all consumed at home. Hence the comparative 
mildness of the trade depression in India, and the absence of 
such wholesale unemployment and impoverishment as has come 
over several other agricultural areas of the world. The Indian 
peasant has often been blamed for his disinclination to change 
over from food-crops to “‘ money ” crops; but this weakness has 
now become his strength. Nor is this the only matter in which 
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the instinct of the Indian peasant has served the country better 
than all the intricate reasoning of the economist and the 
administrator. 

Thus, India has got on better than many other countries 
during the depression. Other lands have suffered both from the 
slump in prices and from the fall of demand from outside; India 
has chiefly suffered from the former. But, whether a country’s 
produce is disposed of within the country or without, the price 
which the producer gets is the thing that chiefly matters to him. 
From 1929 the Indian ryot found his income dwindling and his 
burdens increasing; and in this respect the troubles of Indian 
agriculturists have been much greater than those of the large 
farmers in the U.S.A., Canada, Australia and Argentina, who 
have a greater staying power and easier means of recouping 
themselves. The Indian peasant, even in the best of times, 
lives on the verge of poverty; and most of the economic surplus 
from agriculture normally goes into the pockets of the landlord, 
moneylender, or Government. The depression has increased the 
inequalities of distribution between these partners in the agri- 
cultural business. The shares of the Government, the landlord 
and the moneylender are fixed, and thus the risks have largely 
fallen on the peasant, who is the least capable of bearing them. 

The extent of suffering, however, varies between province 
and province and between the different classes of the community. 
Of the provinces, Bengal, and Behar and Orissa, are worst hit. 
The principal crops of these two provinces fell in value by 61 per 
cent. and 58 per cent. respectively between 1929 and 1933, 
while those of Bombay, U.P. and the Punjab have fallen only by 
30 per cent., 35 per cent., and 36 per cent. respectively. 

Of the different agricultural classes, those who cultivate with 
hired labour are worse hit than the small-holder who cultivates 
with his own labour and raises various kinds of produce. Land- 
owners who get their rent in money are well off, but those who 
receive in kind have lost. The labouring classes have compara- 
tively gained where there is ample employment, but in several 
areas there has been an increase of unemployment and under- 
employment. This is particularly the case in the jute areas of 
Bengal. 

But all these agricultural classes have suffered much more 
than the industrial population of the country. Owing to a 
vigorous policy of Protection followed since 1925, an in- 
ordinate increase of revenue tariff in recent years, and the 
Swadeshi spirit preached by Mr. Gandhi, the demand for the 
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products of Indian manufactures has increased, and industrial 
production in the country has greatly expanded. In 1928-29, 
Indian mills produced only 1,893 million yards of cotton goods 
(out of a total available quantity of 3,830 million yards), but by 
1933-34, Indian mill production increased to 2,945 million yards— 
an increase of 55 per cent. in five years. The progress of the sugar 
industry is even more striking. In 1925-26, there were only 
41 sugar mills producing 91,399 tons of white sugar; in 1933-34, 
there were 128 mills producing 554,000 tons. Thus sugar pro- 
duction increased sixfold in eight years. Large progress has also 
been made in iron and steel, cement, woollens and several small 
industries, and in particular the provinces of Bombay and U.P. 
have largely benefited by these developments. While such 
progress has been going on in India, industrial production had 
been drastically curtailed in Europe and America, and no other 
country except Japan has made such rapid strides in industrial 
production as India has done during the last five years. 


3. How Financial Equilibrium was Restored. 


The depression affected the Government’s finances at an 
early stage. By March 1931, the financial position showed 
unmistakable signs of dislocation. Customs duties being re- 
sponsible for as much as 62 per cent. of the total tax-revenue 
of the Government of India, the heavy decline in foreign trade 
involved a sharp fall in customs revenue. Income-tax, which 
comes next in importance with 22 per cent. of the tax-revenue, 
was also seriously affected. The profits of companies assessed 
to income-tax, which averaged Rs. 53 crores for eight years 
ending March 1930, fell below 29 crores in 1932-33. As for the 
commercial departments, the revenue from railways and other 
non-tax revenue, which amounted to 304 crores in 1923-24, fell 
to 193 crores in 1929-30, and was only Rs. 5} crores in 1933-34. 
In March 1931, customs duties and income-tax rates were in- 
creased. The budget for 1930-31 closed with a deficit of Rs. 
113 crores, and the deficit expected for 1931-32 was Rs. 194 crores. 
The declining price of Government securities disclosed the true 
state of Government’s credit. The 3} per cent. sterling stock, 
which stood at about 60 in April 1931, fell to 43} in September. 
The gold standard was abandoned in September, following the 
example of Great Britain, and if this action had been accompanied 
by any inflationary measure, it would have resulted in the most 
disastrous consequences. 

The Government of India fully realised the seriousness of the 
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situation. A committee for retrenchment of expenditure had 
already been appointed for suggesting lines of economy, and it 
worked in various sub-committees. On 29th September, 1931, 
Sir George Schuster placed a supplementary budget before the 
Assembly. For meeting the impending deficit, three lines of action 
were proposed: namely, retrenchment, an emergency cut in salaries, 
and fresh taxation. The expenditure of Government, both civil 
and military, was cut down; and the extent of the retrenchment 
will be clear from the fact that the defence budget, which stood 
at Rs. 55-10 crores in 1929-30, was brought down to Rs. 44-38 crores 
in 1934-35. The cut of 10 per cent. in the salaries of Government 
servants was much criticised at the time, but the future historian 
will perhaps consider it too mild a measure and will disapprove 
of its regressive character, the rate being uniform for all salaries 
between Rs. 40 and Rs. 7,000 per mensem. To make up for the 
fall in revenue, a surcharge of 25 per cent. was placed on import 
duties, excises and income-tax. In this way, expenditure was cut 
down and revenue was increased ; and, in the words of the Finance 
Member, a solid barrier was erected against the possibility of 
India getting on to the slippery slope of inflation. In result the 
deficit for 1931-32 was reduced to Rs. 11? crores and the budget 
for 1932-33 closed with a surplus of Rs. 14 crores. In both years, 
a liberal provision (nearly Rs. 7 crores) was made for the reduction 
and avoidance of debt, and therefore it must be pointed out 
that, so far as the budgetary income and expenditure were con- 
cerned, Government not only paid its way but also provided 
Rs. 3} crores for the reduction of debt. 

In the following year, 1933-34, customs duties again fell, 
due chiefly to the reduced importation of cotton piece-goods and 
sugar. In view of such a situation it was decided to provide 
only Rs. 3 crores for the reduction and avoidance of debt in 1933-34 
and 1934-35. As a further fall was expected in customs 
duties in 1934-35, Government imposed, in April 1934, excise 
duties on sugar and matches and increased import duties on 
tobacco. 

By these timely measures, the Government’s budgets for the 
last three years have closed with comfortable surpluses, and the 
credit of Government has risen to an enviable position. This 
has enabled Government to carry out profitable conversion 
operations and to reduce the burden of debt. The floating debt 
of Government fell from 84 crores in September 1931 to 35 crores 
in 1933, and the gold and sterling backing of the rupee currency 
rose from 40 per cent. in 1931 to 60 per cent. in 1933. No 
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wonder that the 3} per cent. sterling paper, which stood at 46 
in September 1931, rose to 89 by March 1933, and has soared up 
since to higher levels. It was 98 in January 1935. 

It is but fair to state that this result was greatly due to the 
export of gold in copious quantities. In prosperous times, the 
yellow metal freely flowed into the country, and the peasant 
invested his savings init. When hard days dawned again, he has 
had to part with it. The abandonment of the gold standard by 
India put a premium on gold, and enabled the country to sell its 
gold at a profit. In this way, much gold flowed out week after 
week, and an amount valued at Rs. 230 crores has left the country. 
It is disquieting to hear it, but we have to remember that it was 
not gold kept in the reserve of the Central Bank or of Government 
but barren metal lying in idle hoards. The gold exports enabled 
Government to obtain sterling in London for its needs, and thus 
Government was able not only to meet its dues in London, but to 
strengthen its reserves there. They have also enhanced the credit 
of India and have enabled Government to borrow at low rates. of 
interest and to carry out conversion operations effectively and 
profitably. The export of gold helped greatly in maintaining the 
currency, and it came in good time to make up for the drying-up 
of the purchasing power resulting from the catastrophic fall in 
prices. Many of our politicians and even economists are uneasy 
about these gold exports, but their arguments are tinged with a 
crude mercantilism and need not be examined here. Between 1922 
and 1931, India’s net imports of gold came to about 43 million 
ounces; of this, about two-thirds has flowed out; rather, it has 
been converted into mobile purchasing power. As Francis Bacon 
said long ago, ‘‘ Money [gold] is like muck, not good except it be 
spread.”” The Indian hoarder invested his savings in gold, but 
such reserves are for use in lean times. Such times arrived in 
1932, and the hoards were turned to profitable use. It has enabled 
the country to keep up its purchasing power, and there might have 
been intense suffering had not the hoards been opened. How 
long can this go on? This is a question which we may now 
consider with advantage, and as the Reserve Bank has already 
begun to function, it is perhaps time for reconsidering the whole 
position. 

The provincial governments have also pursued a policy of 
retrenchment during the period, and some provinces had to raise 
new taxes. In spite of such measures, several of them have had 
unbalanced budgets, and had to call for help from the central 
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No. 179.—vou. xLyv. Fi 








476 THE ECONOMIC JOURNAL [SEPT. 


4. The Effects of the Financial Measures on Purchasing Power. 


Indeed, the Government of India succeeded in balancing its 
budget, but it did so by unbalancing, to a considerable extent, the 
budgets of private persons. Government followed a rigid policy 
of budget equilibrium, but during a period of unexampled depres- 
sion hardly any country has followed such a severely orthodox 
financial policy. Most countries made it their aim to maintain 
the internal purchasing power at any cost, and have done so by a 
liberal loan expenditure on public works. Even Great Britain 
has kept up her public works expenditure, but India has cut down 
such expenditure to the bone. It was perhaps sound finance but 
rather unsound economics. For a country whose public debt is 
so small and nearly all of it covered by valuable assets, even sound 
finance called for a more liberal loan expenditure, as it would have 
not only maintained purchasing power but increased the economic 
equipment of the country at little real cost. Instead, India 
followed a policy of drastic retrenchment. The extent of it can 
be realised from the following facts. During the three years 
ending 1929-30, the total works expenditure on railways amounted 
to Rs. 41 crores annually, and not less than Rs. 10 crores was spent 
by the provincial governments on civil works. After 1930, all 
this was cut down; hardly any new constructions were carried out 
on the railways in 1931-32 and 1932-33, and in the latter year the 
total works expenditure came to Rs. 6-42 crores, which was only a 
seventh of that of the years immediately preceding 1929-30. The 
provincial expenditure on civil works was also reduced by one-half, 
and expenditure not charged to revenue was cut down to 6 per 
cent. of that of the last pre-depression year. Thus Government’s 
expenditure on railway works and civil works fell in three years 
from about Rs. 50 crores to Rs. 12 crores—a fall of about 75 per 
cent. in a very short time. 

We have to remember in this connection that in India Govern- 
ment is much the largest single employer of labour, that from 50 
to 75 per cent. of the outlay on most public works goes directly to 
labour, and that even the rest goes indirectly to labour, seeing that 
the stores are increasingly purchased within the country. There- 
fore, the severe retrenchment in such works must have resulted in a 
large increase of unemployment, and a substantial fall in con- 
sumption and purchasing power. Let us note also that this 
happened at a time when many plantations within the country 
were closing down and when large numbers of labourers were being 
repatriated from Ceylon and Malaya. It is difficult to estimate 
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the financial results of unemployment in the plantations of those 
countries, but we know that the amount of money sent by money 
order to their families by Indian labourers diminished largely 
during the period. Between 1927 and 1929, the average remittance 
by M.O. from those countries was Rs. 134 lakhs and Rs. 76 lakhs 
respectively. By 1933-34 these figures fell to Rs. 69 lakhs and 
Rs. 23 lakhs, a fall of 50 and 30 per cent. respectively. 

What with such drastic fall in incomes and a wide disparity 
between the prices which the agriculturists pay and those that they 
receive—a disparity aggravated by high tariffs—a steady fall in 
consumption has taken place. We have not adequate statistical 
data for accurately measuring this decline in consumption, but a 
few facts will indicate the general trend. The quantity available 
for annual consumption can be measured by adding up local 
production and imports and by subtracting exports. In this way 
the annual consumption of cotton piece goods, sugar, salt and 
kerosene can be approximately estimated. The consumption of 
cotton goods has not fallen considerably since 1930, but the nature 
of the goods consumed shows a fall in the standard of living. 
Before 1914, out of every hundred yards of cotton piece goods 
worn in India, as much as 50 yards was of British manufacture 
and of good quality; but in 1933-34 only 7-6 yards came from 
Lancashire, 56 yards came from the Indian mills and about 28 
yards came from the handloom. This is indeed gratifying from 
the point of view of Indian industrial progress, but it indicates a 
deterioration in standard of living, and it is noteworthy that the 
change-over to cheaper quality has not been accompanied by an 
increase of consumption. The consumption of white sugar, salt and 
kerosene is even more discouraging. The annual average per capita 
consumption of sugar was 7-7 lbs. during the five years ending 
1930; but it has fallen since and was 5-8 lbs. in 1932-33—a fall 
of 24 per cent. But the consumption of gur ! has not diminished, 
and this may be gratifying from the health point of view, but it is 
rather disconcerting to the sugar manufacturers and should be so 
to Government. The annual average consumption of kerosene 
and salt was 232 million gallons and 1,965,000 tons respectively 
during the ten years ending 1930, but in 1933 it fell to 213 million 
gallons and 1,884,000 tons, thus recording a fall in consumption of 
8 and 4 per cent. from the ten-year average. These are all dis- 
concerting not only to the economic reformer and the industrialist, 
but also to the Government treasury, which cannot thrive on a 
falling consumption. Things might have been worse, had it not 


1 Unrefined sugar. 
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been for the copious gold sales. Toa great extent, therefore, it was 
the peasant’shoarding instinct that saved thecountry from theutter 
breakdown of consumption and from all its baneful consequences. 

While deploring the fact that Government’s retrenchment 
policy has aggravated the evils resulting from the depression, one 
must not forget that the strict financial policy pursued in these few 
years has raised India’s credit to a high level among the nations, 
and has thereby prepared the ground for a constructive economic 
policy for the future. Countries that have deliberately kept their 
budgets unbalanced have had a false prosperity during these years, 
but they will have to swallow the bitter pill sooner or later, and 
some of them have already begun to taste it. The example of 
France is instructive in this connection. 


5. Measures for protecting Indian Industry and Trade. 


Nor has Government lost sight of some of the evils above 
dealt with. The rapid decline in foreign trade and the growing 
burden of fixed charges engaged the attention of Government 
at an early stage, and various measures have been taken (1) for 
safeguarding Indian industry and trade and (2) for relieving the 
burden of debt, rent and land revenue. The action taken 
under (1) falls under four heads. First, steps were taken for 
protecting Indian industry and agriculture from unfair foreign 
competition. Secondly, trade agreements were entered into with 
the two largest customers of India for safeguarding our export 
trade with them. Thirdly, Government gave active support 
to certain classes of producers in their efforts at restricting pro- 
duction and export. Fourthly, organised efforts were also made 
for the improvement of the quality and grading of India’s produce 
and the adoption of better marketing methods. 

After 1929, Japan made a powerful bid for the Indian market. 
Her low labour cost, great efficiency in production and business 
management, and not least the rapid fall of yen, enabled Japan 
to export large quantities of cotton piece goods, artificial silk, 
earthenware and porcelain, glass and glassware, boots and shoes, 
hardware and cutlery, apparel, haberdashery, toys, playing cards, 
bicycles and parts thereof, fruits, toilet requisites, and a variety 
of other goods. Her success in the Indian market has been 
remarkable. In the three years ending 1928-29, Japanese 
imports of piece goods averaged 308 million yards; but in 1929— 
30 and in 1932-33 it exceeded 550 million yards. The significance 
of this development can be realised when we note that while the 
share of the United Kingdom in the import trade in piece goods 
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fell from 82 per cent. in 1926-27 to 48 per cent. in 1932-33, the 
share of Japan rose from 13-6 per cent. in 1926-27 to 47 per cent. 
in 1932-33. The progress in regard to silk goods was phenomenal. 
In 1928-29, Japanese silk imports amounted to only 1-2 million 
yards; in 1933-34 it came to 8 million yards. In 1930, hardly 
any artificial silk yarn was imported from Japan; but last year, 
Japanese imports reached the first place, being 53 per cent. of the 
total artificial silk yarn imports into India. Such marvellous 
progress was to some extent due to the suitability of Japanese 
goods to the Indian market, but it was the systematic depreciation 
of yen that enabled Japan to capture the market. Soon after 
Great Britain went off the gold standard, Japan did the same, 
and from that time yen steadily depreciated, from 137 rupees (for 
100 yen) in 1930-31 to 80 rupees in 1933. This gave a fillip to 
Japanese export trade and made Japan a redoubtable competitor 
in international trade. : : 

The Government of India realised the trend of developments 
at an early stage. As early as March 1930, the ad valorem duties 
on cotton piece goods of non-British origin were increased by 
5 per cent. to 20 per cent. In March 1931, another 5 per cent. 
duty was put on, and in September a surcharge of 25 per cent. 
was imposed on all import duties. Thus, while British piece 
goods paid 25 per cent. ad valorem, foreign goods paid 31} per 
cent. Matters got worse in 1932, with a rapidly falling yen, and 
as the result of a Tariff Board inquiry, the ad valorem duty on 
foreign goods was raised to 50 per cent. This was followed by 
the Safeguarding of Industries Act of 1933, which empowered 
Government to impose, by notification, such duties as it deemed 
fit on foreign imports whose prices were so abnormally low as 
to endanger the existence of any Indian industry. As the influx 
of Japanese goods continued unabated, high specific duties were 
imposed, in the Finance Act of 1933, on the uppers of boots and 
shoes, artificial silk goods and silk mixtures. In June 1933 the 
ad valorem rate on non-British cotton piece goods was raised from 
50 per cent. to 75 per cent. 

The trade agreement with Great Britain was signed in 1932. 
It involved the grant of preferences ranging from 73 to 10 per cent., 
on various British goods, in return for similar preference for 
Indian produce in British markets. Japan feared that the 
Ottawa Agreement would adversely affect its trade with India, 
and this fear was aggravated by the further enhancement of the 
duties on non-British goods in June 1933. Japan retaliated by 
declaring a boycott on Indian raw cotton. Negotiations were 
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then started for a trade agreement with Japan, and this came to 
a successful conclusion early in 1934. Accordingly, the basic 
quota for the import of Japanese cotton piece goods was fixed 
at 325 million yards for one million bales of Indian raw cotton 
exported to Japan. If the raw cotton exported from India 
exceeded or fell short of one million bales, the Japanese imports 
would be raised or lowered accordingly. 

Since 1931, South India has been flooded with cheap rice 
from Siam and French Indo-China. The influx of foreign rice 
is believed to have depressed prices further, and as a result of 
representations from the Madras Presidency, a small duty has 
been imposed on rice imports. Other protective measures are 
also under contemplation. 

Rubber industry had been in a depressed state even before 
the slump, and the condition of tea industry became precarious 
after 1930. As the world’s largest producer of tea, India has 
a substantial interest in tea prices, and Indian tea-growers took 
a large part in the formulation of the international tea restriction 
scheme, which involved a strict control of production and export. 
At the request of the Indian Tea Association, legislative sanction 
was given to this scheme by Government in 1932. India’s rubber 
interests are much smaller; hardly 14 per cent. of the world’s 
rubber is produced in India, and most of it comes from the Native 
States of Travancore and Cochin. But a large number of Indian 
labourers find steady employment in the rubber estates of Ceylon 
and Malaya, and thus the slump in rubber affected South India 
materially. Government was therefore glad to sanction the 
rubber restriction scheme in 1934, and appointed a local Board 
of rubber planters to watch India’s interests in the scheme. 
Both these attempts at restriction have largely succeeded, and 
the prices of both tea and rubber have gone up considerably. 

The depression has given a great impetus to the work of that 
most useful organisation, the Imperial Council of Agricultural 
Research. Since 1930 the Council has pushed through various 
important schemes for the improvement of Indian produce. 
The latest and perhaps the most hopeful of its activities 
is the setting up of an expert organisation for the improvement 
of marketing methods in the country. This will be of great 
value in the internal as well as external trade of India. 


6. Measures for adjusting Fixed Charges. 


Under the above category come the remissions of land revenue 
granted in most provinces, the revision of the basis of land revenue 
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now under consideration in the Punjab and elsewhere, measures 
for the scaling down and settlement of rural debt, and the estab- 
lishment of land mortgage banks. This is too large a subject to be 
covered in this paper. Suffice it to say that in several provinces— 
the Central Provinces, the Punjab, the United Provinces and 
Bengal—legislation has been carried through for the settlement of 
rural debt. Indian States like Bhavnagar, Mysore, Cochin and 
Travancore have also taken action. Already some relief has 
been given to indebted agriculturists in many parts of the country, 
and more may be expected in the near future. It may be pointed 
out, however, that the settlement of existing debt alone will not 
solve the problem; a more humane system of rural credit has to 
be devised and put into operation if any lasting good is to come out 
of it.4 

These are matters of provincial concern in India; yet the 
Central Government has also been active in watching and co- 
ordinating provincial measures. In April 1934, a conference of 
representatives from provincial Governments was held in Delhi 
for the consideration of rural debt relief and allied problems. The 
question of handloom weaving—the most important cottage 
industry of India—has also engaged the attention of the Central 
Government and funds have been allotted for its reorganisation. 
The efforts made by Government to enable sugar-cane growers to 
get their full share of the fruits of protection to sugar industry are 
also commendable. Perhaps the most gratifying of all these 
measures is the grant of over one crore of rupees made in the 
current year’s budget to provincial Governments for rural develop- 
ment. Let us hope that this grant will be properly utilised. 


7. The Future. 


In the past, depressions have often been the cause of the recon- 
struction of worn-out economic systems and clarification of 
economic principles. The trade depression of 1873-96 led 
economists like Marshall to vigorous thinking and brought about 
readjustments of economic policy even in Great Britain, whose 
faith in laissez-faire was then unshaken. The present depression 
has already proved a more potent influence and everything indi- 
cates a thorough overhauling of both economic policy and economic 
theory. The insecurity and wastefulness of laissez-faire have been 
brought out in bold relief, and however much we may try to 
rehabilitate that old policy, it may not be possible to revive it. 
The Government of India has long been a firm believer in laissez- 

1 See Rural Debt Relief in India by the present writer (Madras University). 
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faire, although in practice it had to be modified owing to frequent 
famines and crop failures; but after the war, the policy has 
changed, and since 1929 a thorough reorientation has taken place 
in the attitude of Government towards economic activity. How- 
ever, no drastic action has been taken in India; fortunately her 
economic difficulties have not been such as to demand any of the 
revolutionary measures taken in other countries faced with quite 
different problems. 

In future, two principal aims, in my opinion, must be held 
before India in her programme of reconstruction. First, the 
safeguarding of her foreign trade, and secondly the increase of the 
standard of living at home. Although only a small part of India’s 
production enters into her external trade, that part is essential for 
her financial stability, and in view of the surging waves of economic 
nationalism all over the world, and the increasing competition 
from better-equipped agricultural countries, it is important that 
every effort should be made to keep up her external markets. 
In this light the Ottawa Agreement and the Indo-Japanese Agree- 
ment have been in the right direction ; and it is necessary to enter 
into similar agreements with others of our customers. In the 
interests of both internal and external trade, it is also necessary to 
improve our methods of production and marketing, so that our 
goods may become more acceptable abroad and our position in the 
world market may become more secure. 

A rise in India’s standard of living should be the central 
objective of our economic policy. It is the solvent, not only of 
our economic ills but also of our social and political ills; perhaps 
it will also solve in great part the economic problems of Western 
industry, for, with a rise in the Indian standard of living, there will 
not only be greater prospects for Indian industrial and agricultural 
production, but there will also arise a wider scope for the con- 
sumption in India of the products of Western industry. Let us 
remember that the persistently low standard of living of the 
Indian masses is to-day the greatest obstacle to the increasing 
consumption in India of Great Britain’s better-grade goods. 

It is often thought that a rapid industrialisation will remedy 
India’s economic ills, but one cannot see how it could, seeing that 
hardly a million additional labourers can be employed in Indian 
industries even if most of the goods to-day imported are manu- 
factured at home. The central problem of India is to increase the 
income of her masses, who are mostly agriculturists. For this 
purpose agriculture must be made more profitable, and suitable 
subsidiary industries must be provided in every locality, so that 
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the agriculturist may be enabled to supplement his income by 
using to capital advantage the abundant free time which he is now 
idling away. In this light the recent grant for rural development 
is one of the greatest things done by the Government of India for 
many years. 

Circumstances are now favourable for aforward move. India’s 
credit stands high among the nations, and loans can be raised at 
low rates of interest. A Reserve Bank has already been estab- 
lished for the management of currency and credit, and the new 
constitution may solve the political problem for the time being. 
India’s place in the British Commonwealth of Nations is also a 
source of strength. These are all great assets, and, if properly 
used, will enable her not only to increase the economic welfare of 
her own teeming millions, but also to help substantially in the 


world’s painful struggle for recovery.! 
PARAKUNNEL J. THOMAS 
University of Madras. . 


1 Rupee = Is. 6d.; Rs. 1 crore = £750,000; Rs. 1 lakh = £7,500. 








INCOME TAX AND THE “DOUBLE TAXATION” OF 
SAVING 


§ 1. THERE has long been a consensus of opinion among the 
majority of economists that a general income tax on income 
received, irrespective of whether it is saved or spent, involves 
double taxation in the sense of taxing the same thing twice over 
and therefore differentiates against saving. 

The locus classicus for this doctrine is to be found in the 
following passage from Mill: ‘‘ Unless, therefore, savings are 
exempted from income tax, the contributors are twice taxed on 
what they save, and only once on what they spend. A person 
who spends all he receives, pays 7d. in the pound, or, say, 3 per 
cent., to the tax and no more; but if he saves part of the year’s 
income and buys stock, then in addition to the 3 per cent. which 
he has paid on the principal, and which diminishes the interest 
in the same ratio, he pays 3 per cent. annually on the interest 
itself, which is equivalent to an immediate payment of a second 
3 per cent. on the principal. So that while unproductive 
expenditure pays only 3 per cent., savings pay 6 per cent.: or 
more correctly, 3 per cent. on the whole, and another 3 per cent. 
on the remaining 97. The difference thus created to the dis- 
advantage of prudence and economy is not only impolitic but 
unjust. To tax the sum invested and afterwards to tax also the 
proceeds of the investment is to tax the same portion of the 
contributor’s means twice over.” The point is made in a more 
precise form by Professor Pigou?: “An income tax .. . dif- 
ferentiates against saving by striking savings both when they 
are made and also when they yield their fruits. Thus a general 
permanent income tax at the rate of x per cent. strikes the part 
of income that is spent at this rate. But, if £100 of income 
is put away for saving, it removes £x from it at the moment and, 
thereafter, removes also some part of the fruits yielded by it. 
.. . For purposes of illustration ... let us suppose that the 
saver’s investment is a permanent one, so that the principal is 
never withdrawn. Then the secondary taxation amounts every 


1 J. 8. Mill, Principles of Political Economy (ed. Ashley), pp. 813-14. 
2 Pigou, A Study in Public Finance, p. 136. 
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year to 00 ths of the fruits of the £ (100 — 2) that are actually 

turned into the investment. The total effective tax is therefore 
x ‘ x P 

[« + 100 (100 — x) | ; that is, | 2 - sal Thus the effective 


rate on saved income is practically double the rate on spent in- 
come when the tax is small, and substantially more than equal 
to, though less than double, that rate when it is large.” } 

The case may be put in its simplest form as follows: a man 
has an income of £1000, of which he saves £500 and spends £500. 
The whole income is then subjected to a tax of 10 per cent. 
The £500 which he spends now becomes £450 and the £500 which 
he saves also becomes £450, which when invested at 5 per cent. 
yields £22-5. But the £22-5 interest is also taxed 10 per cent. 
and thus becomes £20-25. Now since the present value of a 
perpetual annuity of £20-25 capitalised at 5 per cent, is £405, it 
follows that the man who spends the whole of his gross income 
of £1000 will pay only £100 in income tax, while he who divides 
his gross income of £1000 equally between spending and saving 
will in effect be taxed to the extent of £100 plus £45, the latter 
sum representing the decrease in the capital value of his annuity. 
The doctrine of the double taxation of saving has recently been 
restated with great emphasis by Professor Einaudi,? and by Dr. 
Benham in his interesting “‘ Notes on the Pure Theory of Public 
Finance.” The contrary view has been put forward by 
Professor De Viti de Marco, Professor Cannan,® Sir Josiah 
Stamp,® and Mr. D. Weaver.’ The present article is in harmony 
with the main conclusion of the latter group of economists, but 
adopts a different line of approach to the problem. 

§ 2. At the outset there exists the difficulty that many 
different meanings are commonly attached to the phrase ‘“‘ double 
taxation” in this connection. 

We will consider in the first instance the view that the intro- 
duction of a general income tax will cause an initial fall in capital 


1 The main drift of Professor Pigou’s analysis, to which the passage cited 
above is the prelude, is not dependent upon the assumption that a general income 
tax produces “double taxation”’ of saving. What he is there discussing is the 
effect of taxation on minimum aggregate sacrifice as defined by him. 

2 L. Einaudi, “ Contributo alla ricerca della ottima imposta’’ in Annali di 
Economia, Vol. V, July 1929. 

3 Economica, November 1934. 

4 De Viti de Marco, Pricipii di Economia finanziaria (1934), pp. 198-206, 

5 Economic JouRNAL, 1921, p. 213. 

6 Stamp, The Principles of Taxation (1929), p. 58. 

7 Economic JOURNAL, September 1932. 
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values owing to its supposed effects of hitting saving twice— 
once when it is made and again when the income from the saving 
is received. 

Let us assume a tax system such that either all income saved 
and therefore not spent on consumption goods is exempt from 
taxation, or else that all income from saving is free from taxation. 
The question arises whether the introduction of a general 
permanent income tax on all income, whether saved or spent 
and from whatever source, will involve a depreciation in the 
value of investment that has already been made. At first sight 
it would appear that this must be the case, but closer consideration 
shows that it does not necessarily follow. For there is no reason 
to suppose that the general income tax will increase the gross 
rate of interest in the market, 7.e. the rate which the investor 
can get by selling out his investment and going into something 
else. If the gross rate which the borrower can afford to pay 
the lender remains unchanged, it is true that the lender will 
receive a smaller net income after the tax than before, but the 
capital value of the right to that income will be exactly what it 
was prior to the imposition of the tax. This is equivalent to 
saying that the net rate of interest will be capitalised at corre- 
spondingly more years purchase. The moment the tax is 
imposed all people find themselves identically situated in regard 
to their incomes from investments; and the owner of the right 
to £100 per annum subject to tax will not sell his right for less 
than the capital sum necessary to produce an income of £100 
subject to tax in future. There cannot be two values for the right 
to the same net income at one and the same time. . 

It is still more abundantly clear that once the general income 
tax is in existence there cannot be a further continuous de- 
preciation in the value of current investment such as is con- 
templated by many upholders of the doctrine of double taxation. 
If a man has saved £100 and placed it on deposit in his bank 
the value of his holding continues to be £100, irrespective of 
whether he pays no income tax at all, or income tax at the rate 
of 2s. 6d. or 5s. in the £. The opposite view would lead to 
the absurd result that the investment of £100 is no longer 
worth £100 the day after it has been made, but some smaller 


sum. 
It would seem, therefore, that the traditional doctrine has 
confused the issue by applying the capitalisation method, which 
is valid for a differential tax, to a general and universal tax. If 
the saver could exchange his investment for some other form of 
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income-yielding property which did not pay tax, the argument 
would be valid, and the exchange value of the investment would 
be lower than that of other property yielding an equal net income. 
But this, by definition, is impossible under a general income tax. 
He cannot even escape by investing it in his own person, for 
the extra income accruing from his greater efficiency will in 
turn be subject to tax. The present exchange value (and this 
is what comes into question here) of an investment which is 
expected to yield a given income in the future is neither more nor 
less affected by the existence of a tax on that income than the 
exchange value of anything else that yields an income. 

Professor Ricci! has attacked the capitalisation method on 
its own ground, by arguing that the general tax, which lowers in 
a given proportion the income from all saving, must also be deemed 
to lower, in the same proportion, the rate of interest in terms of 
which the annuities are to be capitalised. If the annuities are 
to be taken “ net,” after deduction of tax, so must the rate of 
interest, and if this is done the capitalised value of the new 
annuity remains exactly the same as before. Whatever opinion 
is held of the validity of this argument it does »t least show that 
the whole thing is merely a matter of formulation—a verbal 
device which proves nothing. 

Moreover, if we take a wider view of the problem we can 
see that there is no justification for distinguishing between the 
income from saving and the income from any other source, ¢.9. 
effort, when considering the effects of a general income tax. It is 
obvious that anything which is taxed at all is to that extent 
discriminated against, but this truism is not relevant to the 
question whether to tax year by year saving as well as the fruits 
of saving (to use Professor Pigou’s phrase) is to tax the same in- 
come twice over and therefore to differentiate against it in contrast 
to other sources of income. If the saver must deduct the 
capitalised value of the tax from the present value of his saving 
(represented as an income-earning asset), why not the worker 
also from the present value of his future wage income? The 
worker too is discriminated against by being taxed on his income, 
and, assuming parity of tax burden, he is as much discouraged 
in putting forth his effort by the subjection of his income, now 
and in the future, to taxation as the saver. 

We conclude, therefore, that the method of treating income 
from investment as though it were in some way isolated from all 
other forms of income, and then deducting the capitalised amount 

1 Riforma Sociale, March-April, 1928. 
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of an income tax from the present value of the expected annuity, 
is not legitimate. 

§ 3. On a narrow definition of income it can be held that 
a general income tax leads to “double taxation’ of income. 
Thus some recent writers! who have discussed this problem 
have adopted as their starting-point Professor De Viti de Marco’s 
definition 2? of income as “the sum total of goods of the first 
degree (consumers’ goods) annually produced and consumed.” 
With this definition they are able to show without difficulty that 
the taxation of income saved as well as income spent involves 
taxing the same income twice over.* Thus Dr. Benham says? : 
“In real terms it is double taxation to tax both an instrumental 
good and the consumers’ goods which it produces.” It may 
be pointed out, however, that this conclusion is inherent in the 
particular definition of income adopted ; it would not follow from 
the alternative definition of income used by Marshall.5 Inter- 
preted in this way the phrase ‘“ double taxation” of income 
is merely tautological. 

§ 4. Most of the protagonists of the doctrine of the double 
taxation of saving contend that, unless either saving itself or the 
fruits of saving are exempted from a general income tax, there is 
an unfair discrimination against saving which would be avoided 
under an ideal or “‘ optimum ”’ system of taxation. Here ‘“‘ double 
taxation ”’ is used as a stick to beat the income tax on the ground 
of unfairness. There are, however, a number of strong reasons 
which may be urged against this contention : 

In the first plea, the State incurs additional costs and renders 
additional services to the property-owners, which it does not incur 
or render in respect of the citizen who is expending his income on 
consumable goods. It is therefore right that the State should 
receive a contribution from the property-owner, whose income is 
safeguarded by the State, to cover these costs and services. 


1 Notably L. Einaudi, op. cit., pp. 85-91. 

2 De Viti de Marco, op. cit., p. 192. 

3 It is true that De Viti himself strenuously denies this conclusion, but it 
can hardly be said that his disproof is convincing in the light of his own definition 
of income. 

* Benham, loc. cit., p. 441. 

5 “The labour and capital of the country, acting on its natural resources, 
produce annually a certain net aggregate of commodities, material and im- 
material, including services of all kinds. . . . This is the true net annual income, 
or revenue, of the country, or the national dividend.’’—Marshall, Principles of 
Economics (8th ed.), p. 523. 

6 Dr. Benham, however, is of the opposite opinion on this aspect of the 
problem. Cf, loc. cit., pp. 455-8. 














1935] INCOME TAX AND “‘ DOUBLE TAXATION’ OF SAVING 489 


Secondly, it is legitimate to assume that the State, through 
the exercise of its general function as a co-operating factor in the 
productive organisation of the community, and through the 
expenditure of the revenue which it receives from the taxpayers, 
will increase the productivity of the capital accumulated by the 
action of the savers above what it would have been in the absence 
of the State. The State is accordingly entitled to a share in this 
additional income.} 

Thirdly, in practice all tax systems combine indirect with 
direct taxation; the bulk of the latter falls on those who purchase 
consumers’ goods. He who spends the whole of his income will 
thus contribute more by way of direct taxation to the State than 
he who saves part of it, inasmuch as the latter does not pay indirect 
taxation on the amount which he saves. 

Fourthly, the saver has immediately a new asset in the shape 
of his savings as a capital sum, in terms of its present exchange 
value, which is valuable to him not merely, and often not princi- 
pally, as a source of future income, but as a protection and reserve 
against emergencies which may at any time befall him. There 
also come into question the prestige value of accumulated wealth, 
the desire to bequeath large sums at death, the knowledge of the 
power that derives from the possession of wealth, etc. Here again 
the capitalisation method is defective, because it looks at income 
only and fails to take account of the great importance of these 
factors, which make the benefits obtained from saving something 
very different from the mere present value of a future income 
capitalised at the current rate of interest. The act of saving is a 
form of disposal of real income—a method of utilising income 
which yields at once a direct utility in the shape of the increment 
to security or to accumulation of wealth, in contrast to the alterna- 
tive utility that would be gained by spending that part of income 
on consumable goods and services. The saver has a capital asset 
which has an independent value to him distinct from the capitalised 
value of the expected annuities. In other words, the desire to save 
cannot be measured by or equated to the simple difference, calcu- 
lated on an actuarial basis, between the value of present and the 
value of future goods.2, When later on interest is received the 


1 The two points set out above are well brought out by Dr. Benham, loc. cit., 
pp. 457-8. Cf. also, on the first point, De Viti de Marco, op. cit., pp. 203 and 
206. 

? It is for these reasons that the writer ventures to dissent from Professor 
Pigou when he says: “ For the only ultimate advantage a man gets from saving 
is the return from his investment that he and his heirs can afterwards spend.”’ 
(Pigou, op. cit., p. 139.) 
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owner enjoys an additional income which he obtains without 
further toil or effort on his part.} 

Hence when the State taxes both savings and the fruit of 
savings it is not taxing the same thing twice over. On the con- 
trary, to exempt savings from taxation would be to differentiate 
unfairly against the non-savers, whose burden of taxation would 
become correspondingly heavier. 

§ 5. Distinct from the main issue, but often confused with it, 
is the question of the indirect effects of the taxation of savings— 
notably the effects on the volume of accumulation and the rate of 
interest. It is frequently held that, as a tax on gained income 
diminishes the effective return from all savings, e.g. a 20 per cent. 
tax reduces a 5 per cent. yield to 4 per cent., this will lower the 
amount of saving and cause the rate of interest to rise, to the 
detriment of the community. 

This view takes for granted (a) that the supply curve of savings 
over the relevant range is inclined positively, (b) that, on balance, 
the whole body of savers regard as the demand price for their 
savings, not the interest rate as it stands, but the ‘“‘ net ”’ interest 
after deduction of income tax. 

(a) The broad problem of the relation of the supply of saving 
to the rate of interest obviously falls outside the scope of the 
present note. But it may be observed that the theoretical case 
for a positive relationship between the rate of interest and the 
rate of saving is by no means clear, in view not only of the diver- 
gent effects of changes in the rate of interest on different categories 
of savers, but also of the different reasons for which the rate of 
interest may vary; while in the nature of things there can be no 
satisfactory inductive evidence (pace the recent valiant attempt of 
Professor Douglas) ? owing to the impossibility of finding a long 
and continuous period of full employment over which to make 
observations. 

(6) It is clearly possible that a tax on income saved as well as 
income spent may decrease the amount of saving through its 
effect on the power to save, but it is not certain that this will be the 
case. I=f the revenue required is not obtained by a general tax on 
all incomes, it must presumably be raised by heavier taxation in 
other directions (if saved income is to be exempted), and the 
alternative taxation may have more serious indirect effects and 


1 If the capitalisation argument is rejected there is much force in the con- 
tention that whereas the saving takes place in one year, the income therefrom 
accrues in subsequent years and cannot properly be regarded as an integral part 
of the original income which was taxed at the time that it was received and saved. 

2 Paul Douglas, The Theory of Wages, 1934, pp. 460-79. 
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may impinge more heavily upon the surplus of income available 
for saving. 

Apart from this aspect the main issue is whether a general 
income tax diminishes the volume of saving because it lessens the 
will to save. If the case urged in the earlier portion of this note 
in opposition to the view that a general income tax involves double 
taxation of saving and, therefore, discriminates against it, can be 
regarded as established, a large part of the usual reasons for 
holding that saving is affected differentially falls to the ground. 
For we have argued that a general income tax does not hit saving 
as such any more severely than it hits all other forms or sources of 
income. That there would be some effect in the direction of 
encouraging saving as compared with spending if saving were 
exempted from taxation is doubtless true, in so far as an income 
tax causes a different distribution of income between present goods 
and future goods from that which would come about under, say, 
an expenditure tax; but it is no more true than the proposition 
that investment in the worker himself, and the intensity of his 
effort, would be encouraged if his income now and in the future 
were similarly exempted. It is frequently held that an expendi- 
ture tax is neutral as between saving and spending, while an income 
tax discriminates against saving. But “ neutrality” and “ dis- 
crimination ” are slippery terms to use in connection with a tax 
system as a whole; and if, as is shown in § 4 above, there are 
strong grounds (quite apart from distributional consideration) for 
making savers, as such, contribute to the revenue of the State; 
there is a serious ambiguity in the phrase that to tax saving 
discriminates against saving as opposed to consumption. An 
expenditure tax too is not neutral in this respect when all factors 
are taken into consideration, and might with more justice be said 
to discriminate in favour of saving. 

The actual extent to which, in any case, income tax does 
discourage saving is probably much less than is commonly assumed. 
Even large changes in the tax have only a small effect on the “ net ”’ 
rate after deduction of tax; thus an increase of 2s. in the £ has 
only the result of lowering a “ gross” rate of 5 per cent. to a 
net” rate of 4:5 per cent. How many savers are likely to be 
influenced in their desire to save by such a decrease in incentive ? 
Not the joint stock companies whose reserves constitute so large 
a proportion of the total volume of saving, nor the wealthy who 
save automatically, nor all those other categories of savers who 
are more concerned with security or accumulation than with 


whether the rate of interest is to be 4 per cent. more or less. 
No. 179.—voL., XLy. K K 
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Finally, it may be pointed out that those who hold that the will 
to save is seriously affected by a general income tax seem to have 
been misled by their own predilection for using examples based 
on the hypothesis of permanent annuities and of rates of interest 
established for all time. In real life people are not concerned 
with perpetual annuities, nor does anyone know what will happen 
either to the rate of interest or to the rate of income tax, even in 
the comparatively near future. 

§ 6. It is important to observe that the whole of the foregoing 
reasoning has been based on the classical assumption that there 
is full employment, and that the rate of interest always adjusts 
itself completely and continuously in such a way that full employ- 
ment is maintained. 

The situation would be radically altered if this assumption 
were to be removed. Under certain conditions a case could even 
be made out for special discriminating taxation against saving. 


C. W. GUILLEBAUD 


St. John’s College, 
Cambridge. 
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THE DEMAND CURVE FOR BEEF AND VEAL IN 
GREAT BRITAIN 


1, RECENT measures in support of the market for live-stock 
emphasise the importance of determining the degree of inter- 
dependence between price movements and changes in the quantity 
of beef consumed. In the following analysis the technique of 
curvilinear correlation developed by Mr. Mordecai Ezekiel will 
be applied to determine the form of the demand curve for beef, 
and displacements due to the operation of the generating economic 
forces. 

2. The latter may be conveniently classified inte two groups 
according to the direction of the resultant movements in the 
demand schedule. The first group, comprising changes in the 
value of money, causes the curve to rise and fall, while the second 
group, causing horizontal displacements in the curve, comprises 
changes in taste, in population, purchasing power of the consumer, 
and the numerous factors, other than changes in the unit of value, 
affecting the demand for a commodity. 

3. Over any time-interval changes in the actual amount con- 
sumed and in the corresponding price of a given commodity are 
functions of the shape and displacement of the demand curve. 
In the absence of displacement, recorded quantities and prices of 
the commodity are co-ordinates of the actual demand curve; but 
when the latter changes position owing to the forces already 
classified, recorded quantities and prices will be functions of both 
the direction and degree of displacement, and the shape of the 
curve. 

4, To eliminate vertical and lateral movements it is necessary 
to obtain indices of the value of money and of the real purchasing 
power of the consumer. In Great Britain changes of the first type 
have predominated since the war and have had repercussions on 
the second group of changes. An obvious index of changes in the 
value of money is provided by the Sauerbeck wholesale price 
index. For changes in the real purchasing power of the nation 
it was originally intended to use unemployment percentages, but 
after removal of the effect of changes in the value of money, 
except for two observations, the lateral displacement was negli- 


gible, probably because the price index, for reasons already 
KK2 








494 THE ECONOMIC JOURNAL [SEPT. 


mentioned, is also closely correlated with changes in the purchasing 
power of the consumer. 

5. At this stage some difficulties attaching to the available 
statistical data may be conveniently discussed. No single index, 
either of the retail, or of the wholesale price of beef, is available. 
For the former it would be necessary to combine different cuts and 
qualities of beef, in such a way as to form a representative index 
of movement in the retail price of beef, and to embrace all the 
post-war years. For the latter it would be necessary to combine a 
number of quotations for different qualities of home-produced and 
imported beef covering the same period of years. The Cattle 
and Beef Survey published by the Imperial Economic Committee 
shows that between 1921 and 1929, the wholesale prices of all 
types of beef moved in similar directions, and that movements in 
the price of prime beef appear to be representative of the general 
movement. The Sauerbeck price relative for prime beef has 
therefore been selected as representative of movements in the price 
of beef since the war. 

6. There appears to be no continuous sequence of comparable 
figures of annual supplies of beef in Great Britain for the period 
1921-32. To overcome this difficulty relative figures have been 
employed, and an index of volume with the year 1921 as base has 
been built up from the year to year changes in the absolute figures 
of the various estimates of total supplies. For convenience of 
working, the figures for Great Britain include veal as well as beef. 
The absolute and relative changes in supplies of beef and veal, in 
the Sauerbeck price relative for prime beef, and in the general 
price index-number between 1921 and 1932 are shown in the 
table on p. 495. Figures for 1921, 1922 and 1923 relate to the 
United Kingdom. 

7. The method of graphical curvilinear correlation is fully 
discussed in Methods of Correlation Analysis by Mordecai Ezekiel 
and will not be described in great detail. Further reference 
may be made to the following articles published in the Journal 
of the American Statistical Association, of which some are 
developments of the original ideas of the above writer :— 


(1) ‘‘ A Simplified Method of Graphic Curvilinear Correlation,” by 


L. H. Bean. 
(2) ‘‘ Application of a Simplified Method of Correlation to 
Problems in Acreage and Yield Variations,” by L. H. Bean. 
(3) ‘The Use of Trends in Residuals in Constructing Demand 
Curves,” by L. H. Bean and G. B. Thorne. 
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P Pee Ind f Sauerbeck Index. 
, roportionate| Index o 
Calendar | _ Supplies of dee from | Volume of : << 
Years. | Beefand Veal, preceding Supplies. | Prime Beef All 
1000 tons. 2 ee 1921—100.| relative. Articles. 
1921—100. | 1921=—100. 
1921 1,220 — 100 100 100 
1922 1,290 105-7 106 77 843 
1923 1,350 104-7 111 69 83 
1924 1,370 ! 101-5 112 71 90 
1925 1,390 101-5 114 70 88 
1926 1,400 100-7 115 64 81 
1927 1,410 99-3? 114 61 79 
1928 1,390 98-6 112 64 77 
1929 1,370 98-6 111 62 74 
1930 1,350 98-6 109 64 63 
1931 1,340 99-3 108 584 54 
1932 1,260 94-0 102 56 52 




















Sources.—The Report of the Reorganisation Commission for Fat Stock for 
England and Wales (1934), Report on the Marketing of Cattle and Beef in 
England and Wales (1929), Report on the Trade in Refrigerated Beef, Mutton 
and Lamb (1925), published by the Ministry of Agriculture and Fisheries. 
Calendar years are obtained by taking 5/12 of one meat year and adding 7/12 


of the succeeding meat year (ending 31st May). 
1 Not strictly comparable; too low on preceding basis and too high on the 


succeeding basis of computation. 
2 The figure is the estimate for 1927 on the preceding basis of computation. 


(4) ‘The Application of the Theory of Error to Multiple and 
Curvilinear Correlation,” by M. Ezekiel. 

(5) ‘‘ Standard Error of a Forecast from a Curve,” by H. Schultz. 

(6) ‘‘ Statistical Correlation and Theory of Cluster Types,” by 
Ragnar Frisch and Mudgett. 

(7) ‘‘ The Analysis of Co-variance,” by A. L. Bailey. 

(8) ‘‘ Some Characteristics of the Graphic Method of Correlation,” 
by W. C. Waite. 

(9) ‘‘ Further Remarks on the Graphic Method of Correlation,” by 
Ezekiel and Waite. 


Numbers | and 4 appeared in 1929, number 2 in the December, 
number 5 in the June number in 1930. Numbers 6 and 7 appeared 
in 1931 and numbers 3, 8 and 9 were published in 1932. 

8. The fundamental principle is that of successive graphical 
approximation to the final results. It is claimed that the process 
is legitimate wherever the mathematical functional relationship 
between the dependent and independent variables is unknown, 
in that graphical approximation is more flexible and less mis- 
leading than the arbitrary selection and fitting of a mathematical 
function suggesting a known relationship between the variables. 
If a given but unknown functional relationship exists, the 





Price Relative of Prime Beef. 
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maximum amount of information‘ yielded by the data is obtained 
by fitting the formula representing this relationship by the method 
of maximum likelihood. Other methods of representing the 
relationship approach this maximum amount in proportion as 
they approach the true functional relationship. It follows that 
where graphical approximation approaches the actual functional 
relationship of the variables it approaches a limit set by the 
data, and that at a certain point no closer fitting to the original 
data can be obtained by the method. This point is determined when 
the sum of the squares of the deviations of the data from the final 
freehandcurves are ata minimum. Charts 1 and 2 below show some 
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Volume of Beef and Veal. Sauerbeck Wholesale Price Index. 
Chart 1. Chart 2. 


of the experimental positions and the final positions of the freehand 
curves. 

9. On examining the table (p. 495) it will be seen that in the 
years 1922, 1923, 1926 and in the years 1927 and 1928 wholesale 
prices are roughly unchanged and therefore do not influence move- 
ments due to changes in the price of beef. If these be joined up by 
dotted lines (slightly adjusted for movements in wholesale prices), 
two lines are obtained with roughly the same slope and a tendency 
to a higher slope where wholesale prices are higher. They will 
also be seen to fall at certain distances from each other, showing 
the influence of forces displacing the demand curve. From these 


1 Statistical Methods for Rescarch Workers, by R. A. Fisher. 
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sections of curves with wholesale prices eliminated an experi- 
mental curve is drawn. Deviations from this curve represent 
displacements in the demand curve and should therefore correlate 
with indices presumed to cause such displacement. In chart 2 
the deviations are plotted against wholesale prices, and it appears 
these account for the bulk of the displacement. Having completed 
the curve in chart 2, readings from the curve are used to correct 
the original data for movements in the wholesale index-number. 
The corrected data are plotted against the supplies of beef and 
the experimental curve corrected where found necessary. Such 
corrections are carried to chart 2, which is amended if necessary 
and the process is continued until the deviations of the original 
data from the curves without reference to sign are a minimum. 

10. In chart 2, with the exception of the years 1930 and 1932, 
there appears to have been very little lateral displacement in the 
demand curve. The fact that the line joining the points for 1930 
and 1931 runs parallel to the final curve suggests that there was an 
increase in demand (lateral movement to the right) in 1930, 
followed by the usual money displacement in 1931, and an equal 
decrease in demand (or lateral movement to the left) in 1932, 
thus restoring the curve to its former relationship to changes in 
the price level. The increase in demand in 1930 may be due to 
the fact that although employment deteriorated in 1930, prices 
were falling precipitately, and the additional purchasing power 
released by the lag in income and wage reductions more than 
offset the effects of increased unemployment, and resulted in an 
increased demand. In 1932 the effects of the cuts in salary and 
unemployment rates and the introduction of a customs tariff 
reduced general purchasing power, thereby causing a reduction 
in demand. Other parallel movements which can be discerned 
in the chart may also be corre!ated with movements in prices of 
competing food-stuffs, and the numerous forces responsible for 
lateral displacement of the curve. 

11. The table on p. 498 gives the original data, figures as 
computed from the curves, and the deviations of the actual from 
the computed prices of prime beef. 

12. As with most economic time series there is correlation 
between the deviations from the estimate and deviations from the 
average of the estimate, so that no useful purpose can be served by 
computing the standard error of estimate. If, however, owing to 
abnormal forces causing the lateral movements in 1930 and 1932, 
the observations in 1930 and 1931 be assumed to be outside the 
universe, this correlation is reduced to — 0-074, which is a negligible 
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factor for so small a sample. The standard error of estimate in 
this case is 1-16, or when corrected for the smallness of the sample, 
1-50,1 so that although the observations in 1930 and 1931 fall 
outside the range of three times the standard error of estimate, 
none of the other observations falls beyond twice the standard 
error of estimate. The index of multiple correlation, which when 
corrected for size of sample is 0-9925, does not confirm the 
superiority of the curve over the straight line. 























: : Computed are 

Volume of | Wholesale we = cad Price Deviation 

Year.| Beef and Price adjusted | of Actual 
Veal. Index. to Average from 

Computed. | Observed. lof Observed.| Computed. 
1921 100 100 100 100 101-6 —1-6 
1922 106 844 76 77 77:6 —0-6 
1923 111 83 69 69 70-6 —1-6 
1924 112 90 74 71 75-6 —4-6 
1925 114 88 70 70 71-6 —1-6 
1926 115 81 63 64 64-6 —0-6 
1927 114 79 63 61 64-6 —3-6 
1928 112 77 63 64 64-6 —0-6 
1929 111 74 61 62 62-6 —0-6 
1930 109 63 54 64 55:6 8-4 
1931 108 54 48 584 49-6 8-9 
1932 102 52 56 56 57-6 —1-6 
Totals| 1,314 925-5 | 797 816-5 816-2 ~0-3 
Aver- | 
age 109-5 77-1 66-42 68-04 68-02 —0-03 

















13. Estimates of the volume of beef and veal consumed in 1933, 
made from the foregoing analysis of the shape and movement of 
the demand curve, exclusive of the figures for 1930 and 1931, 
will be shown to be within the expected limits, thus supporting 
the assumption of the exceptional lateral movement of the curve 
in these years. It is therefore suggested that, provided there be no 
good reason to expect violent changes in the demand for beef, 
due to a sudden change in taste, to an intensive economy drive, 
or sudden change in the standard of living, the foregoing analysis 
can be employed to estimate the effect on the price of beef of 


1 In correcting the standard error of estimate the formula S? = 


has been employed where y’ = computed and y the observed values of the 
dependent variable, n the number of observations and m the number of degrees 
of freedom. For the latter, it has been assumed that the demand curve (chart 
1) is parabolic, requiring two degrees; the movements due to changes in the 
value of money are taken to be linear, requiring one degree of freedom, and the 
average requires the fourth degree of freedom. The index of multiple co-corre- 


(= P4(n—1) 





lation is adjusted by the formula P? = 1 — 
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changes in consumption due, for example, to restriction of imports, 
and changes in the value of money. 

14, The relationship between the price of beef, wholesale prices, 
and supplies of beef and veal in Great Britain, appears to be that 
the curve falls 13 points for every fall of 2 points in the wholesale 
price index. In the table below, the position of the curve is shown 
for various combinations of the wholesale index, and the price of 
beef. The table is given in greater detail for values within a 
certain range of present-day values, and is based on readings from 
the curves, excluding the years 1930 and 1931. This means that 
instead of raising the curve 1-6 units by equating the averages 
shown in paragraph 11, the curve is equated to the average of the 
ten years excluding 1930 and 1931, and is lowered by 0-1 unit. 
Such a table can only be used on the assumption that the condi- 
tions prevailing over the period to which the data refer are still 
valid. The further the table is extended from the range of data 
covered by the analysis, the less reliable are the results.1_ Absolute 
figures of supplies of beef and veal have been related to the average 
of the computed index of volume for the period 1927-32. Prices 
of prime beef are considered as the dependent variable, and the 
limit of the range of observations is 52 for wholesale prices, and 
115 for the volume of beef and veal. 

15. It is interesting to employ the table to estimate supplies of 
beef and veal in Great Britain in 1933, a year not covered by the 
data. On the base 1867—77 equals 100, the Statist index-number 
was 79, and the prime beef relative 103 in 1933. Expressed on the 
base of 1921, these become 51 and 53 respectively. Referen e to 
the table shows that supplies were slightly below 1,280,000 tons, 
an estimate which is about 1} per cent. below the final figure. If 
the final figure for 1933 be used to estimate the price of prime 
beef the result is 49, showing a deviation of 4 points, which is 
within thrice the standard error of estimate, as is pointed out in 
paragraph 13. In 1934 the Sauerbeck index rose to 82, and the 
price of prime beef fell to 98. On the 1921 basis the table must 
therefore be entered at 53 and 50 respectively, giving a figure for the 
total supplies of roughly 1,310,000 tons.2 Although the error 


1 The standard error of estimate is, of course, relatively higher in the lower 
values of the dependent variable than in the upper, and represents the average 
standard error of estimate throughout the range of independent variables. 
Professor Schultz shows that the actual standard error of estimate increases 
with the distance of the independent variables from the centre of the range of 
values, so that the greatest accuracy of the estimate is in the central values of 
the independent variables. 

2 Since the price of prime beef is the dependent variable, the table should 
not be used to estimate supplies of beef and veal, and no standard error of such 
an estimate can be given. 
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due to lateral displacement is cumulative it appears to have been 
negligible except under conditions of violent change such as 
occurred in 1930 and 1931, and there seems no reason to allow for 
lateral movement in this estimate. 





ie Consumption of | Computed Index of Volume on base 1921 = 100, 
Beef and Veal and also in thousands of tons (average 1927-32 = 












































Whole- in Great 1,353,000 tons = 109). 

sale Price Britain. 

Index. en eee nile a 

Sauerbook: 1,240 /1,265 |1,290 1,315 1,340 |1,365 |1,390 |1,415 |1,440 

1921 = 100 = 155. \_ 100; 102 104 | 106; 108} 110} 112} 114} 116 

Sauerbeck Price relative for Prime Beef. 
1921 = 100 = 195. 
100 100 96 92 88 86 84 82 80 78 
95 954 | 914 | 874 | 834 | 814 | 794 | 774 | 75 | 733 
90 91 87 83 79 A 75 73 71 69 
85 874 | 834 | 794 | 753 | 733 | 714 | 693 | 674 | 654 
80 83 79 75 71 69 67 65 63 61 
78 814 | 774 | 734 | 694 | 674 | 654 | 634 | 614 | 59} 
76 79% | 75% | 71% | 67% | 65% | 63% | 61% | 59% | 57% 
74 78 74 70 66 64 62 60 58 56 
72 764 | 721 | 681 | 641 | 621 | 603 | 581 | 561 | 54} 
70 742 | 702 | 66% | 62% | 60% | 58% | 56% | 54% | 52 
68 73 69 65 61 59 57 55 53 51 
66 711 | 671 | 631 | 591 | 574 | 551 | 534 | 514 | 491 
64 69% | 65% | 61% | 57% | 55% | 53% | 51% | 49% | 4732 
62 68 64 60 56 54 52 50 48 46 
60 661 | 621 | 581 | 544 | 52} | 50% | 481 | 463 | 442 
58 64% | 60% | 56% | 52% | 50% | 48% | 46% | 44% | 42 
56 63 59 55 51 49 47 45 43 41 
54 614 | 571 | 534 | 491 | 474 | 452 | 434 | 414 | 394 
52 59% | 55% | 513 | 47% | 45% | 432 | 413 | 39% | 373 
50 | 58 54 50 46 44 42 40 38 36 
| i 


























16. In order for a charge of one penny a pound on imported 
foreign meat to raise the home price of meat by one halfpenny 
per pound, and assuming that at present prices for beef and veal 
this would be a rise of 8 per cent. and that wholesale prices rise 
2 points, the table suggests that in the absence of exceptional 
changes in demand, supplies of beef and veal would have to be 
some 1,290,000 tons in 1935. Allowing for the possibility of a 
deviation of twice the standard error of estimate (i.e. of 3 points) 
below the required estimate by raising the price by seven units, 
supplies would have to be restricted to 1,270,000 tons in order to 
ensure a high probability of the price being raised by at least 
four points (always excluding the possibility of exceptional changes 


in demand). 
J. R. H. SHavun 


London. 
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EXCESSIVE COMPETITION IN THE RETAIL TRADES. 
CHANGES IN THE NUMBERS OF SHOPS, 1901-1931 


I 


THE growing demand for the licensing of retail shops and a 
limitation of their number comes from two sources. First, 
zoning under the Town Planning Acts involves scheduling areas 
for shops and businesses, and decisions as to the extent to which 
shops should be allowed to penetrate purely residential areas. 
The decisions of the Town Planning authority must cover two 
points: the total number of shops to be provided, and their 
grouping and distribution. In order to determine their policy, 
authorities need some idea of the ratio of the number of shops 
to population, and the realisation that in England and Wales 
there is one shop to every forty or fifty persons has given rise 
to the view that this number is excessive, and that we are “ over- 
shopped.” Secondly, certain groups within the retail trades, 
as well as producers whose goods are being distributed, also 
argue that the country is over-shopped, that this excess capacity 
results in inflated costs of distribution, poor rewards for many 
of those engaged in it, and diminished prices and proceeds for 
primary producers. 

Already numerous parties are willing to support or acquiesce 
in such a scheme of restriction. Those now in the trades would 
gain by being relieved of the pressure of new competitors. A 
number of Chambers of Trade have passed resolutions calling 
attention to the growth in the number of shops. It is said that 
the Federation of Journeymen Butchers have been considering 
the promotion of a Parliamentary Bill to limit the number of 
butchers’ shops by licensing. The Shop Assistants Union moved 
a resolution at the Trades Union Congress in favour of such a 
system. The excessive number of distributive agencies was 
criticised both by the Linlithgow Committee and the Samuel 
Commission. The Irish Free State Commission on the Regis- 
tration of Shops recommended a complete system of registration 
and licensing. Thus, existing firms, workers, employers and 
Royal Commissions alike have supported or flirted with pro- 
posals for the licensing of shops, or have favoured a diminution 
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of their number. It is the purpose of this article to submit 
certain of the arguments to a statistical test. 

We may first review briefly the evidence to be examined. 
In the course of the present debate on the subject, three senses 
of the term “ over-shopped ”’ have emerged. First, an undue 
or increased proportion of empty or “derelict ”’ shops is the 
aspect of the matter of most concern to the town planner. 
American experience gives him warning. Owing partly to over- 
estimation of probable population growth, often far too much 
land has been zoned for shops, to the eventual detriment alike 
of landowners and city authorities. The fear of creating dreary 
and derelict shopping sites has thus been strengthened. The 
New York regional survey suggested a standard which works 
out at about one shop to every twenty-one houses, half the number 
found in England and Wales. Secondly, the term also refers 
to the proportion of shops working at a loss, or at less than normal 
profits. The heavy incidence of bankruptcy in the retail trades 
is stressed, for example, by Mr. P. C. Hoffman in his striking 
plea for licensing shops, in Shops and the State, and the State of the 
Shops. Thirdly, the term is used to mean an increased number 
of shops sharing the same volume of trade, each unit working 
at less than its optimum, so that costs and prices are increased. 
Several lines of argument converge on this point. (a) The great 
proportional growth of the numbers employed in the distributive 
trades.—According to the Census of 1931, the ratio of males 
employed per thousand of those employed in 1921 was 1,381, 
this being larger than that for any other occupational order, 
except entertainments and sports, clerks and typists, chemical 
and electrical manufacture. The figures for females were of the 
same character. The Ministry of Labour returns of insured 
persons show that the distributive trades now employ more 
people than coal-mining and building put together. (b) The 
small number of families served by the average shop.—According 
to the Census of 1921, which gave figures of the number of build- 
ings recorded as shops, there was one shop to every twelve houses, 
every fifteen families, and every sixty persons. These general 
figures are not very useful, since there is a great variety of shops 
handling many kinds of products; whole groups of them are 
non-competitive. Even so, the figures of the number of families 
per shop in the separate trades are at first sight a surprise; e.g. 
in Southampton in 1928 there were 117 families per grocer’s 
shop, 309 per butcher’s shop and 401 per draper’s shop. (c) The 
few families served by the marginal shop and the poor reward 
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of the marginal unit—Mr. L. E. Neal! argues that the poor 
average turnover—f£l0 of trade per day in many cases—and 
the large number of under-employed units, means overlapping, 
wasteful competition and an amount of internal slack which 
militates more than anything else against economical working. 
Mr. Dunlop’s figures, in the Economic JourNaL of September 
1929, called attention to the small turnover and small size in 
terms of personnel, of typical units in many lines of trade. The 
Linlithgow Committee 2 on the marketing of agricultural produce 
were clearly suspicious of great retailing concerns such as United 
Dairies, but equally condemned the multiplicity of retailing 
agencies, on the ground that a large proportion of them were so 
small and inefficient that they could not provide their services 
except on wide margins. (d) A number of economists have 
argued that certain types of business policy, such as retail price 
maintenance, may lead to an increased number of firms, smaller 
average sales and higher costs.® 


II 


It will be seen that part of the case rests upon statements, 
expressed or implied, concerning the movement of profit and 
costs, and of the grouping of firms at or below the margin. 
Though some work has been done on this, by Mr. Dunlop, Mr. 
L. E. Neal, and the Incorporated Distributors, as well as by 
Co-operative Societies and Royal Commissions, the information 
is still scanty, and without special access to books a private 
inquiry can make little progress. The purpose of the present 
investigation was more limited. Running through the discussion 
is the assumption—often the assertion—that we are now over- 
shopped in the most obvious sense, 7.e. that there is an excessive 
number of shops. Is there any statistical basis for this view ? 

(1) We cannot make any very definite statements as to the 
total number of shops, or changes in their number, for the country 
as a whole. The Census of 1921 gave the number of shops as 
615,000, or one per fifteen families.4 This information was not 
given in 1931, and for this year we have to rely upon the total 
number of occupied persons who returned themselves as owners 
or managers of retail businesses. This was 569,000, or one per 


1 Neal: Retailing and the Public, pp. 138-41, 146-7. 

2 Linlithgow Committee on Distribution and Prices of Agricultural Products. 
Interim Report on Milk, p. 93. Final Report, pp. 10-11, 23-24. 

3 Braithwaite and Dobbs: Distribution of Consumable Goods, pp. 284-5. 
Chamberlin : Theory of Monopolistic Competition, pp. 104-9. 

4 One shop to every twenty-five families in rural districts. 
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eighteen families. These figures are not strictly comparable, 
especially in certain trades. Thus, in Southampton 2,539 persons 
returned themselves as owners or managers of retail concerns, 
but there were 2,850 shops. The Census of 1931 gave 424 such 
persons in the grocery trade, but there were 337 shops; in other 
cases the number of proprietors and managers under-estimates 
the number of shops. Thus, in the case of confectionery and 
tobacconist shops, sometimes the owner and manager were 
concerned in one shop, or in others the owner of a small business 
apparently followed (and returned) some other occupation whole 
or part time, and employed a girl assistant. For these reasons 
the number of shops cannot be derived from the number of 
owners and managers. (2) We must therefore rely upon investiga- 
tion in ‘“ typical” towns. A number of towns in different parts 
of the country, some ports, some industrial, some seaside resorts, 
were selected, as well as towns having different rates of increase 
in population, and an endeavour was made to trace the growth 
in the numbers of shops between 1901 and 1931, as compared 
with the growth in the number of families and persons to be served. 
The basis of the information was found in the directories. It 
is not necessary to labour the difficulties to which such an attempt 
is exposed—changes of classification have to be watched, omissions 
suspected. But it seems probable that in many towns reputable 
directories were reasonably complete in 1901. The directories 
of one or two towns which would have been suitable, after scrutiny 
were not felt to be as trustworthy as desirable, and were rejected. 
Those which remain may be regarded as reasonably trustworthy. 
They represent our only means of bringing the statements of 
tendency to a numerical test, and no more reliable source of 
information is available. The accuracy of the directories for 
1931 is more easily tested. Where possible they have been 
checked against the local authorities’ records under the Shops 
Act, though even these are not perfect. As the results given 
below will show, any under-estimation of the number of shops 
in 1901—and this is the most likely error—only strengthens 
many of the conclusions which can be drawn. 

One shop may sell two or more different categories of goods, 
and for the purpose of Tables II and III, which concern the 
different trades, it is then reckoned in each of the separate 
categories. But for the purpose of Table I these double reckon- 
ings have been eliminated as far as possible. The total number 
of shops shown in Tables IT and III thus exceeds the total number 


1 Following the procedure adopted in the survey of Southampton, 
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in Table I. A number of adjacent shops which have been turned 
into a single set of premises for selling one class of goods is regarded 
as one shop. Separately located branches under a single business 
control are counted separately. The figures show the number 
of distributive points, irrespective of size or financial control. 
Certain shops which provide consumers’ services, as distinct 
from disposing of goods (e.g. hairdressers), are excluded. A 
point of importance is whether the growth of the number of 
shops is to be compared with the growth in the numbers of people 
or of families. Is the individual or the family the unit of con- 
sumption? The answer varies from trade to trade. In the 


TABLE I (a) 
Shops per 1,000 Families, 1901-1931. (All Trades.) 





























Buildings Percentage 
classed 1901. 1931. ~ Increase or 
as Shops, Decrease, 
| Census 1921. | 1901-31. 
Southampton . é 70-0 78-3 60-0 | — 23-4 
Bournemouth . ps 80-3 94-4 96-8 + 2-5 
Portsmouth . . 87-0 86-0 727 | — 155 
Reading. .  . 76-0 1093 68-5 — 37:3 
Hull c ‘ 81-9 113-2 79-4 — 29-9 
Cardiff . - ‘ 80-3 89-4 85-4 — 45 
Bolton . 4 R 84-5 84-3 99-6 + 18-1 
Bradford . : 75:8 87-9 69-4 — 21:0 
Middlesbrough : 66-3 82-4 49-4 — 40-0 
Huddersfield . = 61:5 58-0 63-9 + 10-0 
Norwich . : : 74-4 70-1 69-8 — O04 
Poole. : ; — 67:9 55:3 — 18:5 
All Towns together . —— 87:6 717-5 — 115 
TABLE I (0) 
Shops per 1,000 Population. (All Trades.) 
| 
Buildings | Percentage 
classed 1901. 1931. Increase or 
as Shops, Decrease, 
Census 1921. | 1901-31. 
Southampton . : 17-2 17:3 15-5 | — 10-4 
Bournemouth . 18-3 19-3 23-5 | 421-7 
Portsmouth .. 20-1 19:0 18 | — Vl 
Reading . : : 18-3 22-7 17-9 1 — 211 
Hull s ; ‘ 18-9 24-9 19-8 | — 20-5 
Cardiff . ; r 17-2 18-4 20-9 + 13-6 
Bolton . ‘ . 20:1 18-2 26-8 + 47-2 
Bradford P : 19-5 20-3 19-7 | — 3-0 
Middlesbrough aa 14-1 16-2 11-7 | — 27-7 
Huddersfield. ae 15-5 13-7 18-1 + 32-0 
Norwich . a ‘ 18-2 16-0 18-4 | + 15-0 
Poole - : ‘ —- 16-3 14-5 | — 11-0 
All Towns together . a 19-3 1925 | — 0-26 
| | 
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case of grocers, the family is the more relevant unit, while for 
tobacconists it is the individual. 

The first fact made evident by the table is that the total 
number of shops has decreased slightly as compared with the 
number of persons, and has declined sharply as compared with 
the number of families. In the period under review, the number 
of families has, of course, increased more rapidly than the number 
of persons, but on either test, if these towns are representative, 
the figures afford no support for the view that there has been a 
great relative growth in the number of shops. Despite the 
growth of new shopping centres owing to the decentralisation 
of town populations, this general result can scarcely be unexpected, 
for it is a natural consequence of the economies of ‘“ massive 
retailing,’ as Marshall called it. Table I shows the relatively 
small number of persons and families per shop, when shops of 
all classes are lumped together, and it is that fact which has so 
surprised popular opinion, and is so freely quoted as indicating 
excessive competition.1_ But this is only a confusion of issues. 
These shops are not all competitive, but are divided into numerous 
groups, such as butchers, grocers, chemists, booksellers, etc., 
which do not compete except in the sense that if a consumer 
buys any one article, he has less money for other things. If 
these categories of shops are regarded, as they ought to be, as 
the distributive outlets, the last stage of a considerable number 
of quite different producing industries, then it is incorrect to 
throw these different classes of shops into a single figure. Their 
relation is not to one another, but to the manufacturing groups 
whose products they distribute. Mr. Neal, who is at pains to 
emphasise this, is overwhelmingly right. These general figures, 
then, afford no support for the view that we are overshopped. 

The next step is to investigate the separate trade groups. 
In some cases difficulties were encountered in keeping the defini- 
tions of the various categories consistent, but it is believed that 
this has been done with sufficient precision to allow broad com- 
parisons to be made. Tables II and III below show the results 
for a number of separate trades. Two points must be borne in 
mind. First, the two dates are arbitrarily chosen points of time, 
and not states of equilibrium. It is possible that an exceptional 
increase in any town may be merely a belated response to con- 
ditions favourable to growth which were already present at 
the earlier date. Secondly, the tables show both the ratio of 


1 See Report of discussion of Mr. Pepler’s paper, National Chamber of Trade, 
Bath Conference, 1934. 
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shops to families and of shops to persons. Any conclusions 
drawn from them must distinguish between the cases in which con- 
sumption is principally on a family basis, and those in which it 
is mainly individual. 
TABLE II 
Percentage Increase or Decrease in the Number of Shops in Specified 
Trades (a) per 1,000 Population, and (b) per 1,000 Families, 
1901-31. (All Towns.) 

















Percentage Increase or Decrease. 
Shops per | Shops per 
1,000 pop. | 1,000 fams. 
China and Glass Dealers . ‘ a c — 47-4 — 51-2 
Pawnbrokers . : z i : — 44-4 — 49-4 
Photographers ; , ‘ : : — 31:3 — 37:8 
Coal and Coke Dealers. : : ; — 30°8 — 37-9 
Booksellers . : PF ‘ F ; — 26-3 } = — 384-8 
Jewellers. : : k ‘ : ~ 23 | — oe 
Tailors . ‘ x F P : ‘ — 17-7 | — 27-1 
Butchers é : : : 3 : — 174 — 26-8 
Grocers. - - P = . r — 148 | — 25-2 
Bakers . 2 3 : A a — 11:3 — 22-1 
Drapers 2 : ; ; . P — 11:3 — 21:8 
Outfitters Z F : F ‘ — 54 — 151 
Boot and Shoe Dealers. 5 7 : — 35 14-4 
Fishmongers . : ‘ = F — 26 — 10-9 
Dairymen : : : : : : — 2-4 — 141 
Fruiterers ‘ ; - — 09 — 98 
Music and Piano Dealers : ‘ F Nin | — 75 
Newsagents ‘ ; + 4:4 | — 17:3 
Ironmongers . + 10:3 — 23 
Tobacconists . + 15:0 + O04 
Chemists + 15-1 + 1-4 
House Furnishers + 18-2 + 61 
Cycle Dealers + 23-8 + 9-6 
Confectioners + 71-7 + 52-7 
Opticians “ + 100-0 + 85:7 
Fried-fish Dealers + 176-9 + 144-1 
All Trades — 0:26 — 115 








It will be seen that the trades fall into three distinct groups. 
Some show a relative decline in the number of selling points as 
compared with the number of families and persons; some show 
a relative increase on both bases; and others show an increase 
as compared with the number of persons, but a decrease as com- 
pared with the number of families. (1) It is striking that the 
food trades, precisely those in which the multiplicity of shops 
has been blamed for robbing both consumer and producer by 
raising distributive costs, are just those in which the decline in 
the relative number of shops is most striking. The average 
shop is serving more customers, not less. (2) In many cases the 
relative increase in the number of shops can be accounted for by 

No. 179.—VOL. XLv. LL 
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rising standards of consumption, e.g. tobacconists, confectioners, 
opticians, fried-fish dealers. (3) But in other cases, where rising 
expenditure standards are also evident, there has been a decrease 


TABLE III 


Percentage Increase or Decrease in Shops (A) per 1,000 Families, 
and (B) per 1,000 Persons in Specified Trades, 1901-31. 

















— But China | ¢ Tobac- | Conf 

See anc ut- nem- ‘obac- | Confec- 
Grocers. Shop- Bakers. chers. Drapers. = ists. conists. | tioners. 

keepers. . 
(A) Per 1,000 Families. 
Southo apton —14-6 | —20-0 | —45-2) —23-2|; —40-1 |} —545; — 98/]+ 38:2)+ 459 
Bournemouth —22:5 | —24-5 | —18-8 | —21-9|} —14-:7 | —47-0! —12-8 |} +115-7 | + 25-4 
Portsmouth . —16-6 | —18-°5 | —36-6 | —31:1 | —21-7 | —50-0 + 30|/+ 51)]+ 33:5 
Reading “ —43°8 | —26-2 | —61-:9 | —27-2| —38-7 | —80-5| —15-6 | — 12-1 | — 12°6 
Hull . e —46-0 | —29-4 | —16-8 |} —21:8| —28-6 | —68-1 —22-9 | — 61:6 | + 21-9 
Cardiff ‘ — 74] — 8&7 1-1 | —38-:2 | —47-1 _ —13-8 | + 86-7 | + 77-9 
Bolton Z _— +29-4 | +22-2 | —29-3| —15-0 | —20:°3| +69-3 | + 37-0 | +300-0 
Bradford ri _ —26-7 | —43-8 | —30-4 | —20-6 | —66-:3 | +20°3 | — 65-2 | — 14-1 
Middlesbrough} — —73°5 | —21:0 | —43-°8| —41-:7 | —73-8| + 64 | — 34:6 | + 67-7 
Huddersfield +31-2 | +361 | —15-4 42) + 68 | —306] — 4:5 | — 40-4 | + 62:7 
Norwich +75°3 | —13-'8 | —33-4 | —29-4] —15-5 | —66-6| —10-1 | — 20-9 | +207-2 
Poole . - —44:9 | —41-0 | —41-3 | —26-9} —13-5 | —68-6] — 2:6 | + 22-1 | +1743 
All Towns . —25:2 | —21:0 | —22-1! —26-8| —21:8 | —51:2)} +14/!+ 0414 52:7 
(B) Per 1,000 Persons, 

Southampton NIL — 65 | —35-6]) —10-0; —30°5 ; —42:9,+ 3-1)+ 61:4) + 72-2 
Bournemouth | — 9:5 | —11-9 | — 50] — 85 NIL —39:-4}+ 3:0 | +1526 | + 46:3 
Portsmouth — 24) — 46 | —25-9| —196] — 86 | —42-9| + 22:2 | + 22:9 |+ 54-7 
Reading — 30°99 | — 9-1 | —51-7| —10-°0| —22°8 | —750/4+ 33!1+ 76/+ 76 
Hull . — 376 | —20-2 | — 6-4] —12:0| —18-8 | —64-:0/ — 10-3 | — 54-7] + 39-1 
Cardiff + 10-2 8-6 | +211] —26-2] —36-6 =~ NIL +1220 | +1106 
Bolton _— +62:6 | +52°3 | —11:7] + 63 NIL | +1105 | + 60-4 | +401-4 
Bradford . — — 91 | —26:5 | —146] — 5-1 | —56-5 | + 48-1 | — 57-7 |+ 5:7 
Middlesbrough a —68-4 | — 95 | —32:7| —29-6 | —68-8 | 4- 22-7 | — 21-9 | +101-4 
Huddersfield | + 57:7 | +63:2 NIL | +25:2| +292 | —15-0 | 4- 12-5 | — 12-8 | + 94-9 
Norwich - | +101-5 | — O-1 | —23:5 | —14-4] — 2-2 | —64:7/-- 29] — 8-0 | +251-7 
Poole . - |— 400 | —41-:0 | —363 | —198| — 59 | —560/+ 55 /|+ 33-3 | +296-9 
All Towns . | — 148 | —10-4 | —11-3 | —17-4| —11:3 | —47-4]} + 15-1 | + 15-0 | + 71-7 
































in the relative number of shops, e.g. ironmongers, china and 
glass dealers, drapers, booksellers and newsagents. Special 
circumstances, such as limitations of entry, or the development 
of new forms of retailing like the department store and the fixed- 
price bazaar, are often sufficient to account for these cases. We 
may conclude that despite the difficulties to which an attempt 
to test the matter statistically is subject, the foregoing investiga- 
tion shows, if its results can be regarded as representative, that 
statements asserting or implying that there has been a relative 
increase in the number of shops cannot yet be regarded as proven. 
The arduous and detailed calculations involved in the in- 
vestigations were carried out by Mr. Gilbert White, University 
College, Southampton, whose patient persistence calls for unstinted 
acknowledgment. P. Forp 


University College, Southampton. 
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REVIEWS 


The Theory of Money and Credit. By Proressor Lupwia von 
MisEs. (Cape. 1934. Pp. 445. 18s.) 


THIS is an English translation of the well-known Theorie des 
Geldes und der Umlaufsmittel, which appeared in 1912 and was 
reviewed in the Economic Journat for September 1914. The 
translation has been well done by Mr. A. E. Batson. It is of 
the second edition, which appeared in 1924. It is not necessary 
now to add anything to the very judicious appraisement of the 
general merits of the work made by Mr. Keynes, the reviewer 
of 1914. He recognised and commended its dialectical skill and 
“‘ enlightenment,” but found it wanting in constructive power. 

In what follows I propose rather to offer some detailed criticisms 
of the economic reasoning contained in the book. 

At the outset Professor von Mises deals with the nature of 
money. He defines it rigorously as a medium of exchange. The 
concept of money as a medium of payment he rejects as appro- 
priate to the jurist rather than to the economist (pp. 36-7). 
He has a special antipathy to the “‘ nominalist ” theory of money, 
typified in the school of Knapp. He detests Etatism, and holds 
that it is usage, not law, that establishes anything as a medium 
of exchange, and that legal tender laws, which appear to prescribe 
the form of money, are usually in reality no more than a recognition 
of this usage. The decisive power of the State in the matter he 
attributes not to the forms of legislation but to the State’s control 
of the operations of coinage and of the issue of currency. People 
are led to use the media which they find actually available. 

Yet the antithesis between the two views of money is not 
so sharp as he supposes. For in practice what constitutes any- 
thing a medium of exchange is that whoever receives it knows 
he can pass it on, or, in other words, that he can use it as a medium 
of payment. 

That does not mean that a medium of exchange must be 
prescribed by law, for a medium of payment may itself be estab- 
lished not by any action on the part of the Government, but by 
usage. That applies both to the precious metals and also to 
credit instruments such as bank-notes, for a debt can be dis- 


charged by the assignment of another debt. Thus within certain 
LL2 
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limits the two definitions of money as a medium of exchange 
and as a medium of payment are equivalent to one another. 
Nor does the latter make any concession to Etatism. 

Professor von Mises distinguishes ‘‘ money” from ‘‘ money 
substitutes ’’ (p. 50). Money substitutes are claims to money, 
which, being payable on demand and perfectly secure, can be 
used as media of exchange at their full nominal value; they 
include paper currency, bank credit and token coins. 

Money, properly so called, he divides into (1) commodity 
money, which is at the same time a commercial commodity, (2) 
fiat money, which has a special legal qualification, and (3) credit 
money (p. 61). 

Credit money is distinguished from money substitutes in 
that it consists of claims to money which are either not payable 
on demand or not absolutely secure. The value of such a claim 
is less than the amount of commodity money indicated, either 
because, as in the case of a bill of exchange, it is payable at a 
future date, or because payment in commodity money is “ not 
absolutely secure.” 

In the case of fiat money, “it is not the material bearing the 
stamp that constitutes the money but the stamp itself ”’ (p. 62), 
but we encounter the rather astonishing statement that ‘‘ whether 
fiat money has ever actually existed is, of course, another question 
and one that cannot off-hand be answered affirmatively ”’ (p. 61). 

Token coins are to be classed as money substitutes and not 
as fiat money because, even when not “claims in the juristic 
sense,” they are nevertheless in practice convertible on demand 
into money. German token coins under the Coinage Act of 1873 
“‘ did not in law constitute claims to money,” but “‘ were in fact 
cashed without any demur at the branches of the Reichsbank 
specified by the Chancellor ” (p. 55). 

When, as in England, token money in large sums is not cashed 
without demur, but a small commission is charged, does that 
constitute it fiat money ? 

And what is the position of defective coin, whether worn or 
imperfectly executed? It may circulate at par for a long time, 
though no one undertakes to convert it into good coin. And 
then, when circumstances occur to bring Gresham’s law into 
operation and drive away all the good coin, what remains will 
circulate at a discount in terms of commodity money, but at 
par in terms of the money of account. How great a part that 
process has played in the monetary history of the world! Yet 
Professor von Mises hardly mentions it. 
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“It may be stated,” he says, “‘as an assured result of in- 
vestigation into monetary history that at all times and among 
all peoples the principal coins have been tendered and accepted, 
not by tale without consideration of their quantity and quality, 
but only as pieces of metal of specific degrees of weight and 
fineness. Where coins have been accepted by tale, this has 
always been in the definite belief that the stamp showed them 
to be of the usual fineness of their kind and of the correct weight ”’ 
(p. 64). 

No evidence is quoted in support of this amazing statement. 
Had it been correct, worn and light coin would never have caused 
any trouble, except for the vexatiousness of weighing and the 
strain placed on the arithmetical attainments of the recipients 
of coin (no small matter in the Middle Ages). Gresham’s law 
would have been inoperative, and the money could not have 
depreciated. ; ‘. 

It is probably true that in commercial and financial transac- 
tions on a large scale, and especially between distant centres, 
money has always passed by weight. But in small and local 
transactions payment by tale has been inevitable, and any 
temporary departure from it almost intolerable. 

The phenomena of imperfect coinage cannot be understood 
except by reference to a money of account, in which pecuniary 
contracts or debts are expressed, and which is distinct from 
the currency in circulation. A debt can be discharged in the 
currency of the day, but it is not correctly defined as a contract 
to deliver currency. The currency may be modified either by 
law or by usage within the duration of a debt, and even at a 
given moment there may be ambiguity as to the medium in which 
the debt can be discharged. Despite all such doubts or changes, 
the complex of debts preserves a continuous existence. Indeed 
the principle of the continuity of pecuniary relations is one on 
which Professor von Mises relies as an essential factor in his 
theory of the value of money. 

Whatever the true character of token money, it might have 
been expected that legal tender paper money would be classed 
as fiat money. But so long as it is convertible we are told to 
count it as a money substitute, and, when it becomes incon- 
vertible, as credit money. 

Credit money in that form is a claim to commodity money, 
which falls below par because it is insufficiently secure. We 
might infer that the value of an inconvertible currency is derived 
from the prospect of its future convertibility. But that view 
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Professor von Mises repudiates. His argument against it is a 
singularly lame one. How, he asks, could it come about, as it 
did in Austria, for instance, in 1884, that government bonds 
bearing interest at 5 per cent. could be below par, and so valued 
less highly than non-interest-bearing currency notes (p. 127) ? 

Surely if the paper currency is expected to become con- 
vertible into metal at a certain rate at a certain future date, an 
interest-bearing bond will be expected at the same future date 
to attain the corresponding metallic value, which for it may 
quite well be below par. The present value of the bond may 
be relatively somewhat higher, in that it will be earning interest 
in the interval before the currency becomes convertible, but the 
mere fact of its being below par proves nothing. 

Defective as this argument may be, the conclusion is, no 
doubt, true that the value of an inconvertible currency is in 
general determined not by the prospect of future convertibility, 
but by the present demand for it for the monetary use. 

Professor von Mises, however, does not offer us a very satis- 
factory explanation of how the monetary use determines the value 
of the unit. He criticises the quantity theory of money in that 
it only explains what causes changes in the exchange ratio between 
money and commodities, and not what determines the exchange 
ratio itself (p. 116). And he arrives at the conclusion that, to 
explain the exchange ratio at any time, we must follow the process 
of change, determined in accordance with the quantity theory, 
back and back to the time when the material of which the com- 
modity money is composed was valued merely as a commodity, 
uninfluenced by the monetary use (pp. 120-21). 

It is strange that he should have had recourse to so far- 
fetched a theory of the value of money. The quantity theory, 
in some forms at any rate, has not the fault he imputes to it. 
He himself, following Menger, expounds what is nowadays called 
the ‘‘ cash-balance’”’ theory, basing the quantity theory on the 
cash balances that individuals desire to hold. But he omits 
the essential principle that it is the wealth-value or purchasing 
power of the individual’s cash balance that is determined by 
his economic needs, and that equilibrium will be found at the 
price level at which the aggregate wealth-value of the cash 
balances required by all the people is equal to the aggregate 
wealth-value of the stock of money. 

Here we have a perfectly definite static principle determining 
the actual value of the monetary unit and not only changes in 
its value. Nor is it merely a recent development evolved by 
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Professor Pigou and Mr. Keynes from the tradition of Marshall’s 
oral teaching. Professor Marget has pointed out that it was 
clearly and adequately formulated by Walras (whose 7'héorie de 
la Monnaie is referred to by Professor von Mises on p. 116). Had 
Professor von Mises employed it, he could have explained the 
value of the monetary unit without reference to commodity 
money or to historical continuity. 

He argues that individuals’ demands for money will not 
necessarily move in proportion to prices (p. 165). And as a 
dynamic principle that is, of course, so. But as a foundation 
for a theory of the value of money a static principle suffices. 

Professor von Mises finds fault with economists like Mill 
and Professor Irving Fisher, who, in explaining the Quantity 
Theory, have made artificial suppositions, such as that “ to 
every pound or shilling or penny in the possession of anyone, 
another pound, shilling or penny were suddenly added ”’ (p. 140), 
that “‘ what was previously called a half-doltar is mow called a 
whole dollar,” or that “‘ the government gives everybody an extra 
dollar for each dollar that he already possesses’ (p. 144). He 
objects that even if such a thing did happen, a uniform exact 
doubling of prices could not be expected to follow. But the 
hypotheses made are merely devices to convey to the reader the 
significance of a static principle. And the static principle 
Professor von Mises recognises to be correct (p. 145). Indeed, 
he himself resorts to a similar hypothesis (p. 207). 

Although ‘the central element in the economic problem of 
money is the objective exchange value of money, popularly called 
its purchasing power” (p. 97), Professor von Mises is inclined 
throughout his book to minimise the importance of changes or 
differences of purchasing power. He so far indulges in paradox 
as to deny local differences of purchasing power: “ the purchas- 
ing power of money is the same everywhere; only the com- 
modities offered are not the same. They differ in a quality that 
is economically significant—the position in space of the place 
at which they are ready for consumption ”’ (p. 176). We must 
not say that bread is dearer in Paris than in London, because 
bread in Paris is a different commodity from precisely similar 
bread in London. If we pay more for our bread in Paris, 
it is because we are paying for the advantage of being in 
Paris. 

When he comes to treat of changes in the purchasing power 
of money, Professor von Mises traces their harmful effects ex- 
clusively to the disturbance of the relative position of different 
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classes, in that some are in a position to adjust themselves to 
the changed conditions before others. 

He denies that a fall in the purchasing power of money can 
lead to increased production, except that if the conditions are 
such that wealth is transferred to the rich from the poor, saving 
and consequently capital-accumulation will be encouraged, and 
production will consequently be stimulated and so the welfare 
of posterity increased (pp. 208 and 221). 

What of the effect of a rise in purchasing power? Cannot 
that cause a decrease of production? Professor von Mises, 
when he expresses the consequences of a monetary disturbance 
in terms of the relative delay in adjustment of the different 
classes of the community, does not bring out the special im- 
portance of a lag in the adjustment of wages. For it is that 
lag which is the cause of unemployment, a topic which he 
altogether neglects. 

Perhaps if he had ever envisaged a disparity of costs and 
prices arising from a monetary contraction which depresses 
prices relatively to wages, he might have been less sceptical 
of the possibility of a monetary expansion increasing production. 

The subject of the third and concluding part of the book 
is Money and Banking. Banking is the source of “ fiduciary 
money,” that is to say, such part of money substitutes as is 
not backed by commodity money. The part that is so backed 
is to be called “‘ money-certificates,’’ so that if there are bank- 
notes in circulation of which one-third is covered by money and 
two-thirds not so covered, then each individual note is to be 
reckoned as two-thirds fiduciary medium and one-third money- 
certificate (p. 133). 

A bank, when it grants credit, creates the fiduciary medium 
“practically out of nothing” (p. 306). The banks “are in a 
position to satisfy all the requests for credit that are made to 
them. But the extent of these requests depends merely upon 
the price that they demand for granting the credit’ (p. 310). 
“* By reducing the rate of interest charged on loans, it is possible 
for the banks indefinitely to increase the public demand for 
credit. And since the banks . . . can meet all these demands 
for credit, they can extend their issue of fiduciary media 
arbitrarily ” (p. 354). 

The banks have it in their power to reduce the actual rate 
of interest below the natural rate. ‘‘ Does the matter rest there, 
or is some force automatically set in motion which eliminates 
this divergence between the two rates of interest?” (p. 360). 
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Of course convertibility into commodity money may impose a 
limit. But how does the position work out when there is no 
prescribed limit to the creation of fiduciary money ? 

Professor von Mises employs the Béhm-Bawerk theory of 
capital, expressing the capital equipment of industry in terms 
of the “ period of production,”’ which “‘ must be of such a length 
that exactly the whole available subsistence fund is necessary 
on the one hand and sufficient on the other for paying the wages 
of the labourers throughout the duration of the productive 
process ” (p. 360). When the rate of interest is reduced below 
the natural rate, ‘a lengthening of the period of production 
promises for the time to be profitable.” If the demand for 
capital goods is artificially reinforced in this way, “a time must 
necessarily come when the means of subsistence available for 
consumption are all used up, although the capital goods employed 
in production have not yet been transformed into consumption 
goods ”’ (p. 362). : 

Thus whereas “‘the increased productive activity .. . at 
first causes the prices of production goods to rise while the prices 
of consumption goods, although they rise also, do so only in a 
moderate degree, viz. only so far as they are raised by the rise 
in wages,’ yet soon “‘a counter-movement sets in; the prices 
of consumption goods rise, those of production goods fall. That 
is, the rate of interest on loans rises again, it again approaches 
the natural rate’ (pp. 362-3). 

The assumption is that a change in the relative price levels 
of consumption goods and production goods can be identified 
with a change in the rate of interest (pp. 339-40). But that 
is not so. A relative rise in the prices of consumption goods 
can perfectly well coexist with a low rate of interest. The result 
will be an extra profit to the dealers in consumption goods, which 
might make them willing to pay a higher rate of interest. But, 
if the banks choose to go on lending at a lower rate, that merely 
means that the extra profit persists. 

If we start by assuming a creation of credit by the banks 
in favour of people who use it for the production of capital goods, 
we find that this increased demand for capital goods is quickly 
accompanied by an increased demand for consumption goods, 
as the production of the capital goods generates incomes and 
therefore demand for goods in general. There is a general ex- 
pansion of demand and a general rise of prices. The price level 
of consumption goods may rise either more or less than that of 
capital goods (and it should be remembered that an expansion 
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of the demand for consumption goods itself tends to evoke an 
increased demand for capital goods). 

But in any event, so long as the banks continue to offer loans 
at a low rate of interest, that will be the rate prevailing in the 
market. The general rise of prices will mean a prevalence of 
excess profits, among which the excess profits directly due to the 
saving on the charges for borrowing will be quite a minor affair. 

The idea that expansion will be brought to an end by the 
exhaustion of the ‘subsistence fund” is quite baseless. In 
Bohm-Bawerk’s theory the subsistence fund includes the entire 
capital equipment of the community, the actual stock of finished 
goods available for consumption being a relatively small item. 
The general expansion of demand encroaches on this stock, but 
the rise in prices of consumption goods supplies the necessary 
corrective and prevents the stocks from being depleted. The 
subsistence fund as a whole, including as it does the new capital 
in course of production, is increased. 

But Professor von Mises’ treatment of this part of his subject 
is further open to criticism in that he neglects the distinction 
between the long-term and short-term rates of interest. He 
supposes that when the banks reduce the rates they charge, the 
effect will be felt in a stimulus to the production of capital goods. 
But the rate of interest charged by the banks is a short-term 
rate, and while a reduction is likely to react in some measure 
on the long-term rate, and so ultimately to stimulate capital 
outlay, the more direct effect is on the short-term borrowing, 
which is mainly for purposes of working capital and especially 
for the purchase of goods for sale or for use in production. And 
here the stimulus is likely to be felt from the beginning to a great 
extent in an increased output of consumable goods. 

It is only because he lumps together the long-term and short- 
term investment markets that Professor von Mises so far ignores 
the predominance of the banks in the latter as to say: ‘‘ we 
obviously need only consider the case in which the banks 
reduce the rate of interest below the natural rate. The opposite 
case, in which the rate of interest charged by the banks is raised 
above the natural rate, need not be considered; if the banks 
acted in this way, they would simply withdraw from the competi- 
tion of the loan market, without occasioning any other noteworthy 
consequences ”’ (p. 360). 

Since the banks are practically the only short-term lenders 
in the market, the consequences of their charging high rates are 
very noteworthy indeed! Here, in fact, is the whole question 
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of deflation. To exclude this contingency is to exclude the 
possibility of production being restricted through a credit con- 
traction and an appreciation of the monetary unit. It is to 
exclude even the possibility of a deterrent bank rate. That 
explains how it has been possible for Professor von Mises to say 
that a depreciation of the monetary unit cannot increase pro- 
duction. If we assume that there can never be any unemployed 
productive capacity, we need not consider the case of an increase 
in production except as a result of an increase in the factors of 
production. 

When he turns to the historical application of his doctrine 
of crises, Professor von Mises observes that the banks have 
always left off expanding credit before reaching the limit, on 
account either of their own misgivings or of the statutory limita- 
tion of the currency, ‘“‘ and so the crises broke out before they 
need have broken out” (p. 365). If that is so, the doctrine 
would in any case hardly offer an explanation of the crises that 
actually occur. 

In the preface to the second edition Professor von Mises 
expresses a more unqualified belief in his theory as a sufficient 
explanation of crises, and in the new preface that he has now 
written for the English edition, he reaffirms it, contending that 
“attempts to carry out economic reforms from the monetary 
side can never amount to anything but an artificial stimulation 
of economic activity by an expansion of the circulation, and this, 
as must constantly be emphasised, must necessarily lead to crisis 
and depression. Recurring economic crises are nothing but the 
consequence of attempts, despite all the teachings of experience 
and all the warnings of the economists, to stimulate economic 
activity by means of additional credit ” (p. 21). 

It will be noticed, however, that he no longer denies that 
credit expansion may “stimulate economic activity.” And he 
points out that, when there is a general fall of prices, “‘ stabilisation 
of wages must mean increasing unemployment and the perpetua- 
tion of the disproportion between prices and costs and between 
outputs and sales, which is the symptom of a crisis”’ (p. 15). 
The troubles that followed the restoration of the gold standard 
in England were due, in his opinion, “to the gold value of the 
pound having been stabilised at a higher value than corresponded 
to the level of prices and wages in the United Kingdom ”’ (p. 14); 
and the reason for the country lapsing from the gold standard, 
instead of employing “the customary and never-failing remedy 
of raising the bank-rate,”’ was “‘ to prevent a further fall of prices 
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in England and above all, apparently, to avoid a situation in 
which reductions of wages would be necessary ”’ (p. 16). 

If our lapse from the gold standard was (as it seems) ‘‘ an 
attempt to carry out an economic reform from the monetary 
side,’ does he condemn it as necessarily leading to the sequence 
of excessive expansion, crisis and depression? According to his 
doctrine the danger is that, if the banks, which have in the past, 
as he says, invariably of themselves put a limit to such an ex- 
pansion, fail to do so, the country will be faced eventually with 
an exhaustion of the “‘ subsistence fund,” which will no longer 
be sufficient to sustain the excessive investment activity which 
will be in progress! Surely there will be time enough to think 
of the “subsistence fund’”’ when the investment activity has 
begun. And meanwhile the depreciation of the pound seems to 
be the most logical and natural correction of the disproportion 
between prices and costs. 

If he thinks it would be better to rely on a reduction of wages 
(which the experience of the restored gold standard in 1925-31 


has shown will not occur), surely it is for him to explain why. 
R. G. HAwTREY 


Economics and Practice. By A. C. Picovu. (Macmillan. Pp. 
154, 4s. 6d.) 


In these Sia Lectures on Current Issues, Professor Pigou has 
allowed himself a freedom of expression which enables those 
who know him only through his classical writings to make a 
closer and more personal acquaintance. The same deftness of 
argument and clarity of reasoning are used to separate the right 
and wrong, as regards both meaning and purpose, in the utterances 
and acts of public men on such main issues of our time as Reflation, 
Public Works, the Trade Balance and the Tariff, Planning and 
Restriction. He allows himself a welcome indulgence of phrase 
and of incisive wit which reveal to his wide circle of readers 
something of the personality they may have thought of only 
as a stern taskmaster, but now become intimate and friendly. 
On a few occasions he quite lets himself go, and these are fair 
blows, always with a velvet glove. Throughout, and in this 
setting of less formal exposition, the lectures are at the heart of 
the issues with which they deal. 

There are signs in this book of the manner in which the com- 
plexity of the economic problem has influenced the confidence with 
which economists used to speak on some major questions. It is 
possible to give away too much to the contention that economics 
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must be purely positive. The broadening of the basis from wealth 
to welfare makes the line between the positive and the normative 
very thin. We have for long been supposed, and have been 
accused for supposing, that there were non-economic lines of 
policy. Some still think so, in distinction from opportunist 
or historical schools. One can imagine some characteristic 
remark from Ashley had he lived to read, for example, the end 
of the fifth of these lectures. 

Professor Pigou regards the Planning argument as a “castle 
of words,” unless we know to what end we are planning. On 
the other hand, he speaks (p. 31) of a planned society as a 
significant idea. I understand planners to hold that, whatever 
the end, it is more likely to be obtained the more there is unified 
supervision over the use of national resources. I agree that this 
is not free from mere verbal assumptions. Supervision over, 
for instance, foreign trade or private enterprise may take place 
at General Elections, and if the decision is to leave them both 
free, then free trade and private enterprise become plans. The 
term seems to be used at present to describe the fact of deliberate 
choice, or the substance of what is chosen, or the method by which 
something is done. 

The lecture on the Balance of Trade recalls the Essay of 
Giffen, who in 1901 raised and answered the same question: 
whether we are living on capital when foreign investment is being 
reduced. Professor Pigou sees the necessity, a generation later, 
of underlining the main contention of that Essay, that the analogy 
of an individual fails in the case of a community, but he extends 
the argument to cover some special features of the time when 
alarm was taken. The lecture on Economy and Waste deals 
particularly with that form in which the “ public works ”’ problem 
presents itself when a slump is in being, as distinct from the larger 
question of long-period flexible programmes. This lecture 
should be read with the well-known pamphlets of five years ago, 
and the famous (or notorious) Treasury Memorandum. Pro- 
fessor Pigou has drawn attention to the distinction, which was 
emphasised to me by civic engineers, between the administrative 
attitude towards altering the pace of the development of public 
works, and the retrospective view of how boom and slump 
might have been adjusted to each other. The Poor Law Com- 
mission, which started this discussion, took academic evidence 
on the latter point, but none from administrators on how it 
appeared to them. 

The lecture on Restrictions raises the whole of the post-war 
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problem which has been called by Stamp the “technique of 
economic change.”” The right and the wrong are mixed in some 
half-dozen methods of carrying the losses of adjustment, of which 
the chief types are discussed here. The moral of Professor 
Pigou’s argument is seen in the choice that is now before the 
cotton spinners, and their difficulty in making it. 

This book is well named, for it makes practice meet economics. 


All Souls College, D. H. Macerecor 
Oxford. 


Monetary Policy and Economic Stabilisation. By A. D. GAYER. 
(London: A. & C. Black. 1935. Pp. xiii + 288. 8s. 6d.) 


THIS isa timely book. Mr. Gayer has gleaned with discrimina- 
tion in the fertile field of recent writings on the subject of money. 
The result is a straightforward discussion of general monetary 
principles in relation to monetary practice, primarily in the United 
States and Great Britain,—the two countries, according to Mr. 
Gayer, upon whose policy the future of the gold standardessentially 
rests. 

That these two countries should proceed with deliberation 
in taking a decision to return definitively to gold is the conclusion 
to which in Mr. Gayer’s judgment the experience of the Great 
Depression points. His reasons are different from those of 
Messrs. Warren and Pearson, who attribute the collapse of prices 
to a world shortage of monetary gold. This argument he success- 
fully confutes. Further, he suggests strong grounds for believing 
that upon certain conditions a future shortage is unlikely and 
that therefore consideration of other rival or complementary 
metallic bases, with their grave disadvantages, may properly 
be dismissed. Pactolus yet has sands of gold. 

But the distribution of gold reserves amongst central banks, 
and related credit policies, have been, and must be, matters of 
vital concern. Mr. Gayer holds that the world slump was 
due to the fact that rigidities in internal price and cost structures, 
suffering the impact of unequal technological advance in 
different industries and countries, gave rise to international 
economic strains which led to, and in turn were enhanced by, 
a maldistribution of gold. No account of the origins of the world 
slump will be likely to touch that of Mr. Robertson ! in sense of 
proportion and in masterly conciseness. But Mr. Gayer provides 
a lucid survey of certain main aspects of developments in the 


1 Pigou and Robertson: Hconomic Essays ; the World Slump. 
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United States. There the early inflow of gold made possible, if it 
did not actively generate, ‘‘relative inflation” (in the sense of a 
stable commodity price-level despite falling costs), labour income 
failed to rise enough to prevent the emergence of substantial 
‘profit inflation ” (in the terminology of Mr. Keynes), and, finally, 
bubble speculation in securities and real estate attracted both 
foreign and domestic capital on a vast scale. 

If Mr. Gayer has perhaps too simply explained American 
post-war economic disequilibrium by reference to the slow rate of 
change in labour income, his analysis does bring out sharply 
two major issues pertinent to the question of a return to gold. 
First, from a long-period point of view, is an approximately stable 
or a cost-following price-level the desideratum in a progressive 
economy? Mr. Gayer’s discussion of this issue is looser than that 
of Mr. Harrod!; but with an eye to practical policy he proposes 
an answer tentatively in favour of the former alternative for Great 
Britain and of the latter for the United States. This answer 
obviously points at least to a measure of independence of their 
monetary systems. Secondly, can central banks in pursuit of 
a chosen objective obtain adequate control over the effective 
supply of money? Mr. Gayer notes the importance of changes 
in the velocity of circulation of deposits and cash in the American 
boom and subsequent collapse. Will legislation as to “‘ security 
loans,” the Reserve Board’s new power to vary member bank 
reserve requirements, the co-operative timing of public works 
to balance variations in private investment, be likely to succeed 
where discount rate changes and open-market operations alone 
may fail? Mutatis mutandis, to what extent can the Bank of 
England, under the egis of the Treasury, regulate in practice the 
effective volume of credit? How are gold movements to be dealt 
with which follow in the wake of short-term capital, unduly 
responsive as the latter is nowadays to changes in relative dis- 
count rates, or uneasily fugitive at the beck and call of Rumour ? 
These and other problems of technique, Mr. Gayer urges, press 
for solution before Great Britain and the United States commit 
themselves to a common gold standard. 

Meanwhile the figures of international trade mark the cost 
to the peoples of the world of monetary frames of reference no 
less relativist than the conceptual framework of modern physics. 

M. Tappan HOLLOND 


1 Economica, August 1934. 
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The Exchange Equalisation Account. By N. F. Hau. (Mac- 
millan & Co., London. 1935. Pp. 115. 7s. 6d.) 

** SIMPLICITY and secrecy have characterised the operations 
of the Exchange Equalisation Account.’’ There can be no doubt 
as to the secrecy, though secretiveness may be a better word, 
but simplicity is another matter. The basic principles are no 
doubt clear enough, at any rate when expounded by Mr. Hall, 
but the modus operandi—the technical mechanism of the Account— 
is not so simple, largely owing to its first characteristic. Indeed 
Mr. Hall is perhaps not as informative on this aspect as he might 
have been, and a comparison of his book with the recent article 
by Mr. Paish on the same subject in Economica of February 
1935 shows that the former has not contrived to extract all that 
could be squeezed from the scanty information available: it is 
a pity that the article should not have appeared before this book 
was published so that Mr. Hall could have availed himself of the 
extremely ingenious method devised by Mr. Paish for calculating 
the magnitude of the operations conducted by the Account. 

Mr. Hall uses the Exchange Equalisation Account as a peg 
on which to hang a most illuminating study of the problems and 
difficulties of currency management in post-war conditions. He 
shows that the growths of international deposit banking (to use 
the Macmillan Committee’s phrase), and the extent of internal 
unfunded indebtedness, have fundamentally altered the working 
of currency standards and have put quite new problems before 
those responsible for their management. 

In his study of the working of the Exchange Equalisation 
Account Mr. Hall differentiates sharply between the period 
before and after April 1933. He holds that prior to that date 
the Account was “ essentially an accountancy device to facilitate 
short-term capital movements and to prevent them disturbing 
either the exchanges or the supplies of money in the market.” 
Since that date the Account “ appears to have been exercising 
a positive policy with regard to the external value of sterling. . . . 
The pound becomes a satellite of the dollar as the result of the 
deliberate choice of the Exchange Account, and the gold cur- 
rencies are allowed to appreciate in terms of sterling to the level 
necessary to equate the dollar and the pound.” The results of 
this policy were to deflate prices in the gold bloc countries and to 
intensify world depression. It may be noted, however, that since 
August 1934, 7.e. subsequent to the period covered by Mr. Hall, the 
Account appears to have sold sterling heavily in the endeavour 
to support the sterling—frane exchange. 
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In a very interesting chapter he advocates the continuance 
of the Exchange Equalisation Account, not, however, as a separate 
Fund, but incorporated in the Issue Department of the Bank 
of England, and he shows how this would increase the control 
of the Bank of England over the exchanges and monetary 
conditions in general. ; 

While a number of criticisms could be made on points of 
detail, there can be no doubt that Mr. Hall has made a valuable 
contribution to an important aspect of the problem of currency 


management. 
C. W. GUILLEBAUD 


St. John’s College, 
Cambridge. 


Studies in Capital and Investment. Edited by G. D. H. Corn. 
(Gollancz. 1935. Pp. 320. 12s. 6d.) 


Tu1s volume includes eight essays by members of the 
Economic Section of the New Fabian Research Bureau, and in 
the Introduction it is emphasised that the Bureau exists to 
promote research rather than to prepare policy. No doubt 
this can be used to protect the authors against the charge of lack 
of agreement on particular points, but as a product of co-operative 
research the results are definitely disappointing. Apart from an 
apparent agreement on the main lines of socialist policy, there is 
little evidence of conscious planning in the preparation of the 
studies asa whole. Nor is it too much to ask that in works which 
are issued under the cloak of research the temptation to indulge 
in the cheaper dialectics of mere propaganda should be avoided. 

Mr. Dickinson’s opening essay on “ The Failure of Economic 
Individualism ’’ makes the usual points as to the working of the 
price mechanism on the assumption of complete competition 
together with the effects which might be expected to follow the 
introduction of privately controlled monopoly. The problem 
is approached analytically rather than realistically. But even 
on its own foundations the essay is incomplete. The defects 
of the capitalist system are ranged under three heads—the devia- 
tions from ideal equilibrium under competition, the deviations 
due to monopoly, and the dynamic disturbances associated with 
the working of the monetary system—but only the first two of 
these are discussed. Perhaps the author came to realise that 
different types of monetary system are consistent with capitalism. 
But nowhere among the eight studies is there any real discussion 


of monetary policy despite its importance for problems of capital 
No. 179.—voL, XLv. MM 
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investment. The only references occur later in the book, where 
it is indicated that under socialism some foreign exchange control 
would be necessary, together with the point that the gold standard, 
if it existed, would have to be suspended, at least during the 
transition. 

Mr. Cole’s essay on ““The Evolution of Joint Stock Enterprise ”’ 
adds nothing to our existing knowledge and disappoints just 
where it might perhaps have been interesting. On the question 
of compensation under socialism, after a few very slight observa- 
tions we are left with the statement that ‘“ this whole question 
obviously requires far more thinking out than I can hope to give 
it in this section ” (p. 98). 

The essay on “ Recent Capital Issues” reaches a somewhat 
higher standard of research, and the same may perhaps be said of 
the essays on “ Insurance Companies and Investment Trusts ” 
by Mr. Williams and “ Building Societies” by Mr. Watkins. 
The chapters on “‘ Foreign Investment,”’ “‘ The Problem of Foreign 
Exchange Control,” and ‘The State and Investment” leave 
many questions unasked, while some of those that are asked 
remain incompletely answered. Mr. Davies is apparently satis- 
fied that under socialism, foreign investment policy may be 
used for political purposes, while for Mr. Radice it is an unanswered 
question whether it is desirable for a socialist state to have any 
foreign investments. The possibility of retaliation against the 
socialist state does not seem to have occurred to Mr. Davies, 
though it is surely permissible to imagine that conflicts of interest 
could occur not merely between socialist and non-socialist states 
but also between states which agreed to wave the flag of socialism. 

On the question of foreign exchange control, we are told 
that the object would be to “ secure the largest possible volume 
of those imports which will serve industries and raise the standard 
of living of the workers” (p. 277). But it is difficult to derive 
much enlightenment from the statement that the main safe- 
guard against ‘“ black’? exchanges would be “to relate the ex- 
change rate as far as possible to the external and internal values 
of the currency (perhaps on a ‘ purchasing power parity ’ basis), 
having due regard to the balance of payments ”’ (p. 288). 

There is no discussion of the important problem of the supply 
of savings under socialism for the community as a whole, and 
Mr. Radice is singularly naive in his discussion of the attitude 
to be adopted with regard to non-socialised industries. On 
the one hand, it is indicated that there would be increased taxa- 
tion on undistributed profits, but on the other—and indeed on 
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the following page—“ it will probably be advisable in the early 
stages of socialisation to encourage rather than to discourage 
the accumulation of capital by private industrial concerns ”’ 
(p. 304). Perhaps it would be wiser to postpone consideration 
of this point until Mr. Cole has given more attention to the question 


of compensation. 
D. T. Jack 


The University, 
St. Andrews. 


The Modern Corporation and Private Property. By A. A. BERLE 
and G. C. Means. (New York: Macmillan Co. 1934. 
Pp. 396. 16s.) 

Liquid Claims and National Wealth. By A. A. BERLE and 
V. J. Preprerson. (New York: Macmillan Co. 1934. 
Pp. 248. 10s. 6d.) 


A curious but unfortunate fact about realistic economic 
studies is the unequal amount of research devoted to equally 
important problems. Dozens of books have appeared on the 
Trust Problem and Industrial Combinations; practically none 
on the Joint Stock Company. Yet the majority of combines 
are joint stock companies, and it is impossible to appreciate the 
effects of combinations on social and economic control, on plan- 
ning and on efficiency, unless one understands the way a joint 
stock company works out in practice. 

Here at last, in The Modern Corporation and Private Property, 
is a book that analyses the actual practice and the implications 
of the joint stock method of organisation. The book is written 
by an excellent combination, an economist and a lawyer trained 
in the realistic Harvard School. For the subject transcends 
economics; and until a school of political science arises that 
deigns to deal with economic organisation, a lawyer trained in 
the problems of the Great Society is likely to be the best locum 
tenens. As things turn out, we are not disappointed. 

The authors begin with an estimate of the importance to 
American economic life of the bigger companies; they limit 
themselves to the biggest two hundred non-financial corporations. 
Such limitation is justified by the amazing discovery that this 
mere two hundred, out of the three hundred thousand non- 
financial corporations of America, own 38 per cent. of the entire 
business wealth of the United States and that this proportion 
seems to be growing fast. Even to one who has always believed 


in the importance of large-scale firms, this discovery is staggering. 
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As the authors say (p. 45), ‘‘ a study of the directors and senior 
officers of the two hundred largest companies, their training, 
social background and other characteristics, would reveal more 
of vital importance to the community than a study of those at 
the head of thousands of smaller companies ;” and they are 
able to start such a study by naming the two hundred corporations 
and giving fairly precise details as to where control is vested in 
each case. And here a second fact emerges, more staggering than 
the first. The predominant type of controller is not some compact 
minority group of shareholders holding a sufficient proportion of 
shares to ensure, with proxies, a 51 per cent. majority of actual 
votes cast at shareholders’ meeting, but a type holding practically 
no shares at all. Where is the entrepreneur? What becomes 
of the Golden Rule that control goes with risk? Nothing is left 
but a board of “‘ managing ” directors who control, and of “ sleep- 
ing” shareholders who own; there is apparently no controlling 
ownership or owning controllership. Here is a bare summary 
of the statistics. Ultimate control by minority shareholders 
is true for only 14 per cent. of the aggregate capital owned by the 
two hundred biggest corporations; control by practically share- 
less managers is true for 58 per cent. of the capital. The other 
types of control that prove to be of insignificant importance are 
control by private ownership (e.g. Ford’s) 4 per cent.; and by a 
majority of owners, 2 per cent. There remains 22 per cent. of 
the capital, controlled by some legal device such as the holding 
company or special vote-weighted stock. 

The facts thus disclosed justify the authors in indulging 
(Book IV) in some pretty philosophy. What has become of 
the profit motive? Why should comparatively share-less 
directors strive for efficiency? What has become of the pro- 
perty-rights of a shareholder? The authors can only answer 
intermsofcommunism. “ This corporate development represents 
a far greater approach towards communist modalities than appears 
anywhere else in our system. It is an odd paradox that a cor- 
porate board of directors and a communist committee of commis- 
sars should so nearly meet in a common contention” (p. 278). 
The “ capitalist ” shareholder has sold his rights for a mess of 
pottage; in exchange for a share in control he gets the continuous 
chance of selling out by means of the Stock Exchange, and this 
liquidity is, apparently, all that the hundreds of thousands of 
American shareholders desire. 

This brings us to Mr. Berle’s second book, collaborating here 
with Miss Pederson. The crux of this work on Liquid Claims 
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and National Wealth is the discovery that the proportion of 
national wealth formed by liquid resources (7.e. bank deposits, 
PLUS insurance policies’ cash surrender values, PLUS market 
value of domestic stocks and bonds less finance securities, MINUS 
certain deductions for overlapping) had increased from 20 per 
cent. in 1912 to 28 per cent. in 1926, and to 40 per cent. in 1930. 
Obviously this has an important bearing upon the crash of 1930, 
and (as the authors point out) if the trend continues, on future 
crashes. But before becoming alarmed one would like more 
information and discussion of the methods of valuing the “ national 
wealth” that forms the denominator of the percentages. Was 
this valuation physical and objective, or economic and dependent 
on the current rate of interest? As it is, we are merely given a 
reference (p. 218) to official figures. 

The book is clearly written and scrupulously separates history, 
analysis and statistics in Part I from the observations, speculations 
and interpretations of the authors in Part II. There is an 
admirably thorough analysis of the conception of liquidity 
distinguishable as “ shiftability ” or “‘ marketability with price 
stability ”’ as against the older notion of a maturing self-liquidating 
asset flowing towards consumption. Unquestionably the authors 
are working an important line of research into the economic 
conjuncture that economists should keep well in sight. 

P. SARGANT FLORENCE 
University of Birmingham. 


Planning for Employment: a Preliminary Study by Some 
Members of Parliament. (London: Macmillan & Co. 
Pp. xii+ 97. 2s.) 

Pleasures of Planning. By I. M. Horosiy, M.P. (London: 
Macmillan & Co. Pp. ix+ 192. 4s. 6d.) 

Principles of Economic Planning. By G. D. H. Cote. (London : 
Macmillan & Co. Pp. xxiii+ 435. 6s.) 

PLANNING may have such a wide or such a narrow connotation 
that one is inclined to reeommend writing the word accordingly 
with a large, or with a small p. Businesses often have planning 
departments that merely exist to carry out orders, to see, for 
instance, that the materials, tools and men required for any 
operation converge upon the same place and time; and many of 
the grandiose planning schemes put forward to solve the nation’s 
difficulties appear on analysis of this subsidiary order. One 
cannot even except Planning for Employment, though written 
by fourteen of the more progressive Members of Parliament. 
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Their plan is essentially to be spelled with a small p. It is (p. 10) 
an “‘ attempt to regulate production in accordance with effective 
demand,” which is in the main taken, like a business order, as 
given. There is not even a suggestion that demand is a curve, 
the amount demanded depending upon the price. What the 
given demand amounts to is to be left for industry to discover, 
oblivious of the fact that the total of industrialists in any in- 
dustry can, within wide limits, make the effective demand for 
their products anything they like according to the price they 
charge. The procedure advocated is as follows :—Schemes for 
the organisation of an industry should, wherever possible, 
originate from the industry itself. Secondly, an Industrial 
Advisory Committee should be charged with the duty of examin- 
ing schemes; this committee to be an industrial rather than a 
political body and to consist of persons with practical industrial 
experience. Thirdly, when a scheme has been approved by the 
committee, it must then be submitted to a vote of the industry. 
It is not till the final stage, when the scheme is submitted to 
Parliament, that we get away from the all-pervading industrialists. 

The modest Parliamentarians who have framed this scheme 
assert and reassert that the persons best suited to devise schemes 
for the organisation of an industry are clearly those who are 
actually engaged in it. They do not inquire into the incentives 
of these people, and do not seem to fear that the desire for maxi- 
mum or even fixed profit may lead to prices higher than necessary 
and therefore less demand and less employment and, incidentally, 
a lower standard of living. Their plan is entitled a plan for 
employment, but it seems rather a plan, at best, for stabilising 
profits. Against such a plan, ordered by the old incentives, Mr. 
Horobin’s attack is devastating. Actual examples of such plans 
are accumulating fast, whether for pleasure or profit, and he is 
not behindhand in tearing aside catchwords and abracadabras and 
quoting the real results. Particularly timely is his mocking 
(p. 61) of the “ tiresome parrot-cry ” “ that capital has solved the 
problem of production but not the problem of distribution ”’ 
by pointing to the elementary confusion between technically 
and economically efficient production. “There is no technical 
difficulty now in covering England with pyramids . . . the point 
is that to divert the available resources of the country into these 
forms is an economic mistake, however technically efficient the 
engineering job may be.” 

Mr. Horobin’s shafts do not reach Planning with a large P, 
however. And on the whole Mr. Cole’s Planning seems to be of 
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that nature. He is not concerned with planning in accordance 
with a given effective demand, but is first of all concerned with 
estimating probable changes and trends in demand, e.g. that less 
food-stuffs may be required, and secondly is eager to increase 
demand by an expansionist policy of lower prices, a policy for 
which he looks to support from the “‘machine-men” as dis- 
tinguished from the high priests of banking and (p. 6) the “ tribe 
of lesser priests, called economists.” Mr. Cole’s notion of an 
economist appears roughly a century out of date, though his 
view is partly justified by the recent Regency style revival. Some 
modern economists would certainly support him, where machine- 
men might not, in finding the demand for his industrial expansion 
in a more equal distribution of incomes. And Mr. Cole’s Planning 
does not, in fact, go much further than this. He does not advocate 
ignoring demand and boldly catering for need; a variety of Plan 
which Mr. Horobin dismisses (p. 91) as mere social reform or 
organised charity and not a great economic issue. 

It is, on the contrary, the main issue of Planning; and at 
least one economist is disappointed that Mr. Cole has not drawn 
the fundamental distinction between pandering to demand 
however it is changing, and serving the essential requirements of 
the community. What a contrast might be pointed between 
rational schedules of foods, fuel, clothing and houseroom necessary 
to the full health and efficiency of the nation, drawn up, say, by 
the British Medical Association, and the irrational and expensively 
small-scale unplanned consumption of to-day and to-morrow. 

Mr. Cole does not tackle planned consumption ; he is economist 
enough to want to give people what they want, however irrational, 
expensive and unnecessary. His book, perhaps for this reason, 
consists largely of a summary of present-day facts and policies 
with some account of the socialist and anti-socialist attitudes 
towards them, rather than of plans for any radical reorganisation 
in the future. Particularly useful are Mr. Cole’s review of the 
forms which the capitalist planning of single industries and of 
agriculture have already actually taken (Chapter VI), his descrip- 
tion (Chapter X) of the present machinery or rather grit in the 
machinery of international trade, his forecast (Chapter XIII) 
of the future of Britain’s export trades, and his survey (Chapter 
XIV) of the expansion and contraction of leading industries, 
supported by an appendix of statistics summarised from the 
new census of production and other official sources. Even when 
Mr. Cole proceeds to a forecast of planned industry in his 
penultimate chapter, he still takes as his basis the existing 
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arrangements and estimates briefly the results upon these 
arrangements of (a) bringing the unemployed back into work, 
(b) a rise in the standard of living, and (c) a further rise 
in working-class standards accompanied by a drastic redistri- 
bution of incomes. 

Mr. Cole clings to demand as the criterion of what to produce, 
but envisages a gradually changing demand and therefore a 
gradually changing structure of production. His Principles of 
Planning are concerned with the methods of adapting the present 
organisation to the possible and indeed probable demands of the 
future. As such, they are eminently sensible and most of them 
practicable. Mr. Cole’s book may be heartily recommended as 
a judicious and readable mixture of fact and common-sense 


reasoning. 
P. SarGANt FLORENCE 


University of Birmingham. 


Public Works Policy. International Labour Office, Studies and 
Reports, Series C (Employment and Unemployment), No. 19. 
(Geneva, 1935. London: P. 8. King & Son. Pp. iii + 166. 
Cloth, 5s. 6d.; paper, 4s.) 

PuBLic works policy as a remedy for unemployment has been 
constantly under review by the International Labour Organisation. 
The present Report, which was prepared for the 1934 Session 
of the International Labour Conference, deals both with the 
public works programmes adopted in various countries during 
recent years as means of mitigating the depression, and with 
the principles upon which a permanent public works policy for 
reducing economic fluctuations should be based. The various 
national programmes are examined with reference to their effects 
upon employment, their cost in relation to the resulting volume 
of employment, methods of financing, recruiting of labour, rates 
of wages paid, and hours of work. 

The lack of complete and systematically compiled national 
statistics of public works is manifest, and in consequence it is 
difficult to draw reliable conclusions about the policies adopted 
and their effects. Thus ordinary and extraordinary expenditure 
are not always distinguished, while complications arise in estimat- 
ing the combined effects of central and local schemes. The data 
available show that in only a few countries have comprehensive 
plans been adopted for overcoming the depression, while in many 
countries the volume of public works has not merely not been 
increased but has been reduced, often considerably, with un- 
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favourable effects on the labour market. On the question of 
cost the interesting estimate is made that on ordinary public 
works schemes not exclusively designed to relieve unemployment 
the cost per man-year of direct employment varies according to 
the country and nature of the work between 2,500 and 6,000 
Swiss francs, with an average of about 4,000 Swiss francs (or 
about £270 at rates of exchange current in the spring of 1935), 
while for each worker directly employed on public works another 
is provided with six to twelve months’ work in the industries 
supplying materials. 

The proper method of financing public works is considered 
to be the accumulation of resources during years of good trade 
and the use of these resources during periods of depression. 
Failing this, loans should be raised, with arrangements for 
systematic redemption over a_ specified number of years. 
Technical plans should be prepared in anticipation of the period 
when they will be put in operation, and publit authorities should 
reserve as large a part as possible of their new developments, 
maintenance, and repair work for periods of depression; in 
practice they have only rarely adopted this policy. The most 
satisfactory results are obtained when labour is recruited from 
the public employment exchanges, while current rates of wages 
should generally be paid, but hours of work may with advantage 
be somewhat shorter than those in private industry. 

The most striking conclusion of the survey is the great lack 
of centralised co-ordination and advance technical and financial 
planning, and the authors propose that a single central authority, 
which would decentralise much detailed work but would under- 
take a unified control of policy, is essential in each country if 
national public works are to be planned so as to act as a governor 
for the economic machine. The need is also indicated for an 
international body to co-ordinate national plans so that, by the 
careful timing of simultaneous action along similar lines in 
different countries, especially creditor countries in the first 
instance, any adverse effects upon monetary policy, gold reserves 
and the foreign exchanges, which result if countries act alone 
or independently, may be avoided. The international authority 
could also act as a clearing house for information and exchange 
of experience, and could undertake co-ordination of international 
public works directly affecting several countries or of national 
works financed from an international loan fund. 

In addition to giving a valuable summary of the information 
available on the policies and practices of the different countries, 
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the Report makes out a strong case for a co-ordinated public 
works policy as a permanent feature of the economic system. 
The systematic application in the chief countries of a public 
works policy along the lines suggested would make a considerable 
contribution towards reducing the amplitude of cyclical fluctua- 
tions and would be a factor in the establishment of greater 
monetary stability. To achieve these objects systematic and 
comprehensive national plans and their international co-ordination 
are necessary. J. Henry RIcHARDSON 
The University, 
Leeds. 


Economic Planning in Soviet Russia. By Boris BrutzKvs, with 
a Foreword by F. A. HayeK. (Routledge & Sons. 1935. 
Pp. 234. 10s. 6d. net.) 

Collectivist Economic Planning. Edited by F. A. von HAYEK. 
(Routledge & Sons. 1935. Pp. 290. 10s. 6d. net.) 


THESE two volumes, together with a translation (yet to 
appear) of Mises’ Die Gemeinwirtschaft, constitute a formidable 
counter-attack by laissez-faire on all forms of planning, and in 
particular on Socialism. The economic impossibility of Socialism 
is held to follow as a direct corollary of economic theory. Economic 
theory deduces certain general laws or (in Prof. Hayek’s words) 
‘inherent necessities determined by the permanent nature of 
the constituting elements ”’ of the economic problem; and since 
“the economic problem arises as soon as different purposes 
compete for the available resources,’ any economic society must 
be ruled by such “general laws.”” Wherever “ different purposes 
compete for limited resources ’’ there arises a problem of value 
and a problem of cost. Without the objective data of a free com- 
petitive market, how can this problem be solved in any rational 
and consistent way? How know which of two heterogeneous 
groups of resources has the greater value or which of two methods 
of production involves the lesser cost? Economic rationality 
and economic calculation, product of the epoch of the free market, 
in a Socialist economy, says Professor Mises, must disappear. 

Of the two books the former, by an émigré Russian economist, 
is the less important. Its interest lies in the reprint (constituting 
the first half of the book) of a theoretical critique of Socialism, 
delivered as lectures in Russia in 1920, which independently 
expounded the same thesis that Mises was simultaneously 
expounding in Vienna. The remainder of the book is an attempt 
to justify his thesis with reference to subsequent economic events 
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in U.S.S.R. The author has had no direct contact with his 
country for the last decade, and there will be little new to those 
acquainted with such publications as the Birmingham Memoranda. 
Like the latter the author seems to rely extensively on Prokopo- 
vitch’s bureau at Prague. The thesis of this study is that such 
progress as Russia made prior to 1929 was due to the partial 
reintroduction of a market; while the subsequent ‘“ destruction 
of the market ’”’ has brought chaos and disaster. While the first 
Five Year Plan achieved some “‘ remarkable successes’ in the 
development of heavy industry, this construction work “is not 
governed by the principle of profitability,” and consequently 
many of the new plants are ‘‘ much too expensive ” to yield any 
return and “‘it is even probable that their receipts will not cover 
their running expenses.”” M. Brutzkus has one or two picturesque 
exaggerations, as when he says that ‘“‘ on the eve of the World 
War ”’ the progress of Russian industry ‘“‘ demanded no sacrifice 
from the people” (p. 229) and that the loss of “ millions of 
pounds of fish at Astrakhan”’ because ‘‘ the fishers failed to 
obtain nets ’’ could not possibly occur under capitalism (p. 47). 

The second book includes a reprint of an article of N. G. 
Pierson, in 1902, the original article on Die Wirtschaftsrechnung 
by Prof. Mises in 1920, and an article by Prof. Georg Halm. 
Prof. Hayek contributes a lucid and persuasive introduction ; 
and at the end replies to Socialist critics in a chapter entitled 
“The Present State of the Debate.” In an appendix is printed 
a translation of the article which Barone wrote in 1908 to prove 
that the ‘‘ Minister of Production in the Collectivist State ” 
would have to follow similar laws to those which rule under 
laissez-faire. As variants on a single theme these essays are 
cogent and impressive, if each largely repetitive of the others. 
Their interest to an English audience will lie less in the novel 
statement of a problem, which is by now familiar to discussion 
in this country, than in their historical interest in providing in 
translation the classic statement of this school of thought. Among 
Socialists and anti-Socialists alike the book is likely to constitute 
the text-book of debate for some time. 

But in its substance the argument seems to be less of a finely 
wrought piece of logic than in its form; and the dogmatic air 
with which Professors Mises and Halm produce their devastating 
corollaries seems to hide some confusion between two distinct 
things : between the process of calculation and the source of the 
data for calculation. The forte of the Mises-Halm case is that 
the former is impossible without a market. But is a self-con- 
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tained combine such as Ford or Farbenindustrie I.G. necessarily 
uneconomic, doomed to uncalculating irrationality, because there 
is no “ internal market ”’ to rule its interstitial relations? Prof. 
Halm replies that Ford’s calculations are based on valuations 
which he accepts from an external market. But this is a question 
of the source of the data of the calculation. Rational calculation 
presumably means the achievement of quantitative consistency 
in the distribution of resources. This clearly can exist provided 
any scale of priorities among different products can be adopted 
at all. The debate, therefore, resolves itself into a question of 
the superiority of the priority-scale established by a market 
over a priority-scale established in any other conceivable way. 
This the authors (in their anxiety to exclude any discussion about 
“ends ’’) seem to assume with a readiness bordering on naiveté. 
Prof. Halm actually declares that “‘in an economy governed 
by private gain . . . profitability and productivity are identical ”’ 
(p. 148). Apart from the familiar exceptions to this proposition, 
it would seem as though the authors were altogether too anxious 
to have us assume without question that the consumer necessarily 
knows what he “needs” and is competent to express it on a 
market, and that consumers acting qua individual units will 
necessarily register the (socially) most economical choice. 

Even so, very few brands of Socialism propose to banish a 
free consumers’ market, even if they do not accept its full 
sovereignty. ‘The real issue concerns the market for factors of 
production. Here Prof. Halm is, surely, misleading. He 
asserts that a separate problem of the valuation of producers’ 
goods remains: remains, that is, to be determined separately 
from the valuation of consumers’ goods. But the problem of 
producers’ goods (whether it take a market form or not) is one 
of the distribution of resources in the most productive way. 
The data required for such a distribution consist in the physical 
productivity of resources in different uses (a technical fact), the 
available resources and the valuation of the products; and no 
separate problem apart from this arises. If this physical produc- 
tivity cannot be known, then the private entrepreneur no more 
than the planning authority can distribute resources rationally. 
To say that such data concerning relative productivities are too 
complex to be comprehended in the decision of a planning 
_ authority seems to assume without sufficient warrant that such 
data cannot be expressed in quantitative form, and hence 
generalised, and that the constituent elements in a general 
decision are incapable of being decentralised. 
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There is a final consideration which both this volume and the 
sponsors of a hybrid planned-cum-competitive economy, whom 
Prof. Hayek criticises, apparently ignore. They imply that the 
achievements of a market-determined system are to be judged 
alone in terms of the ‘“ equilibrium ”’ which the market tends to 
establish. Yet such an equilibrium is only reached through the 
mechanism of fluctuations, which are themselves costly and which 
are themselves conditioned by the uncertainties inherent in 
production for a market when each autonomous decision is 
necessarily “blind” in part with respect to related decisions. 
A market-system must be judged also in terms of the degree of 
disequilibrium which exists at any one point of time and the cost 
of the fluctuations incidental to the equilibrating tendency. The 
advantage of a planned economy per se consists in removing the 
uncertainties inherent in a market with diffused and autonomous 
decisions, or it consists in nothing at all. For instance, a decision 
as to the distribution of capital is dependent upon the decision 
as to how much of the national income is to be invested, and 
vice versa (logically they are aspects of the same decision); and 
if either is made independently, and hence in ignorance of the 
other, it will be inconsistent and wrong. This inconsistency a 
market-system can only correct after the event; and this may be 
years after, and even decades after. 

Maurice Doss 


Cambridge. 


Industrial Germany. By Herrmann Levy. (Cambridge Uni- 

versity Press. 1935. Pp. x -+ 245. 12s. 6d.) 

THE title of Professor Levy’s book, as he himself admits, is 
a little misleading. He is concerned less with the general aspects 
of the industrial organisation of Germany than with a comparison 
of German and British attitudes to monopolies and cartels. 
German industrial conditions are studied only in so far as they 
are relevant to that problem. He sets out first to inquire what 
are the various conditions that are necessary for the formation 
of trusts and cartels, and examines their relative importance in 
the two countries. But he does not remain content with the 
stating of a number of causes, each of which in different con- 
ditions, in different industries, and in different countries may 
have been partly or chiefly responsible for the growth of cartels 
and trusts. He goes on to seek for one single cause out of all 
these, which is to be regarded as “the essential condition.” 
“‘ We must reject the idea that a number of different circumstances 
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was responsible for it. Eclectic explanation is no use in this case. 
We cannot imagine that after a long period of free competition 
in industries, whose essential capitalist structure does not differ 
essentially from that of our days—or differed at any rate more 
in its dimensions than in its basic elements—a series of very 
different circumstances would have arisen to bring about that 
new form of organisation which we call industrial combination.” 

He dismisses various explanations which have been offered. 
He will not admit that cartels are Kinder der Not, emergency 
expedients springing from industrial fluctuations, though a far 
stronger case than he would appear to allow might be made for 
this view. The growth to its present dimension of trade cycle 
would coincide closely with the growth of the phenomena that 
he is seeking to explain. Nor will he admit the argument, often 
used in Germany, that monopolies arise from the existence of 
raw materials so located that they can without difficulty be 
monopolised. Though many monopolies, and in particular the 
potash and the various iron and steel cartels, are based on such 
opportunities, the single explanation is not to be found here. 
He dismisses, also, the suggestion that monopolisation depends 
upon the subjective attitude of the industrial community to 
combination, upon its subjective Kartellfihigkeit. It would, 
he argues, be powerless to bring about combination if the objective 
conditions were not favourable. He touches also more than 
once in passing, but very much too lightly to satisfy the ordinary 
English reader, the suggestion that combination is dependent 
on protection. ‘‘ We know to-day,” he says, “ that there may 
be monopolies of producers in free trade industries as well as in 
protected ones, and there are examples to show that protective 
tariffs by no means necessitate the formation of cartels and 
trusts, as may be shown by the paucity of effective combines 
in the highly protected German cotton-spinning and weaving 
industries.”” One wishes that he had paused to quote instances 
of cartellised national industries protected neither by tariffs, nor 
by patents, nor by differences of national tastes, nor by transport 
costs, nor by international cartels. They are, in fact, I think, by 
no means easy to discover. 

After rejecting these and other possible explanations, Pro- 
fessor Levy reaches the conclusion that “ the final and definitive 
explanation of the movement must be sought in the develop- 
ment of concentration in industry.” By “concentration ”’ he 
means not only concentration of production in large units, but 
also local concentration of those units. This concentration in 
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its turn he regards as a consequence of the concentration of 
markets, and the improvement of transport facilities. But is 
this not to confuse the scale of the economic system as a whole 
with the form of its organisation? Certainly improvements of 
transport have made the geographical concentration of production 
for a national, or indeed for a world, market easier. But they 
have diminished the opportunities for monopolisation of local 
markets. We might expect to find cartels only on a national 
or an international scale, but we should not expect to find im- 
proved transport facilities leading to the supplanting of freedom 
of trade by combination. 

But has this supplanting, in fact, occurred? Is it not rather 
the case that the scale of combination has itself increased with 
the increased scale of the economic system as a whole? Where 
particular factors resulted in the eighteenth century in the 
concentration of production, as in the case of coal production 
for the London market, combination, granted the necessary 
advantages to be secured by it and the necessary difficulties of 
outside competition, emerged at least as easily as it does to-day. 
But even apart from these difficulties, concentration as interpreted 
by Professor Levy becomes in the last analysis little more than 
one of the necessary conditions of that subjective Kartellfihigkeit 
that he has already rejected. Coal producers are willing to 
combine when they are geographically concentrated, and are 
serving a single more or less homogeneous market. They are 
unwilling to combine when they are scattered and serving hetero- 
geneous markets. One wishes that Professor Levy had paid 
more attention to this question of heterogeneity of the product. 
There is a world of difference between the problems of cartellisa- 
tion in, let us say, the potash industry, and in the British cotton 
or even coal industry, with specialised firms selling different 
products in a number of different markets. 

But even if one disputes Professor Levy’s ultimate solution 
and remains sceptical regarding the singleness of the explanation 
to be discovered, one need as little be deterred from examining 
the problems in his company as one might be by similar murmur- 
ings of doubt regarding the powers of St. Thomas of Canterbury 
from riding with Chaucer along the Pilgrims’ Way. It is the 
country traversed and the company that matters fully as much 
as the ultimate pursuit. And in the course of the book some 
extremely interesting problems are encountered. It is in the 
chapters in which he is dealing with the comparative legal positions 
in the two countries that Professor Levy is at the same time 
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most interesting and, to the English reader, most original. This 
part of his book, and those parts which deal with the internal 
reorganisation of such concerns as the Vereinigte Stahlwerke, 
in particular deserve study. * AUSTIN ROBINSON 
Sidney Sussex College, 
Cambridge. 


America’s Capacity to Produce. By EK. G. Nours& and Associates. 
(The Brookings Institution. 1934. Pp. 608. $3.50.) 
America’s Capacity to Consume. By M. Leven, H. G. Mouton 

and C. A. WARBURTON. (The Brookings Institution. 1934. 

Pp. 272. $3.00.) 
The Formation of Capital. By H.G.Movrton. (The Brookings 

Institution. 1935. Pp. 207. $2.50.) 

THESE books are the first three of a series of four comprising 
a study by the Institute of Economics of the Brookings Institution, 
the purpose of which is to “determine whether the existing 
distribution of income in the United States tends to impede the 
efficient functioning of the economic system.”’ It is implied that 
such a study is necessary to estimate whether a capitalist society, 
rather than fascism or communism, can be found which will allow 
stable economic progress with full utilisation of the means of pro- 
duction. In particular, those responsible for the study appear 
to hold under-consumptionist theories, and take this means of 
examining the problem to see if over-saving is responsible for 
America’s present ills. The study covers a period from the first 
decade of this century up to 1930, omitting the confusion of the 
present slump. ‘These first three books are largely descriptive ; 
in the fourth we are promised “interpretation, diagnosis and 
possibly prescription.” 
America’s Capacity to Produce opens the series with an attempt 

to answer two questions; the first, ‘‘ Has plant capacity shown a 
tendency to accumulate so fast as to outrun opportunity for its 
productive use? ”’ and second, “‘ Did actual production in 1925- 
29 utilise full productive capacity?” and “If not, how much 
latent productivity was there which might have been drawn 
upon for the satisfaction of our people’s wants?’ The answer 
found to the first question is that there was no noticeable tendency 
for the proportion of excess capacity to increase over the period, 
except in the case of transportation, where it can be attributed to 
the rise of the motor-car and public roads combined with increas- 
ing efficiency of railroad operation. In answer to the second 
question, the authors find that in general during the “boom ”’ 
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years, capital equipment was utilised at fractions ranging from 70 
to 85 per cent. of capacity, of course with certain industries well 
outside these limits. They conclude that American industrial 
plant was capable of normally producing about one-fifth more 
than it did in 1929. And they maintain that there was sufficient 
(indeed they find, just sufficient) “‘ labour slack ”’ in the form of 
unemployed and under-employed labourers, available to operate 
industry at this higher output. 

Agriculture, mining, manufacturing, electric power production 
and transport are covered in detail, with many estimates drawn 
from trade and technical publications as well as interesting state- 
ments from business men, engineers and officials. The short 
chapter on labour, however, seems inadequate, even when supple- 
mented by an appendix which is largely concerned with refining 
the statistics of occupied workers attached to the various in- 
dustries. Estimates of unemployment in 1925-29 are based 
largely upon Mr. Nathan’s revision of the unemployment census 
of April 1930, and although some other data have been used, 
the evidence for the estimates given is rather slender. The im- 
portance of unemployment and under-employment in determining 
productive possibilities would seem to have justified a much fuller 
treatment based upon what admittedly scanty information exists, 
and some consideration of the trend of unemployment. 

The statistical and descriptive evidence in regard to plant 
capacity appears sufficient to justify the conclusion about the 
trend of utilisation, but is less convincing about the reserves of 
capacity existing in the late twenties. The whole problem has 
been treated as an engineering rather than an economic one, and 
the relation of capacity to costs and price, as well as to the pro- 
duction of other industries, both rival and complementary, has 
not been dealt with. But, though disappointing in its economic 
analysis, the considerable descriptive material makes the book 
very useful to those interested in its important problems. 

America’s Capacity to Consume is concerned largely with the 
amount, distribution and utilisation of income from 1909 to 1929. 
In Part I are presented figures for the National Income, its 
industrial origin and its functional division, based largely on King’s 
estimates. An interesting chapter on the geographical distri- 
bution illustrates the amazing variation in income per head in the 
individual states from $1365 in New York to $261 in South 
Carolina. About 90 separate sample studies are used to build up 
estimates of the number of families in different income ranges, 
given separately for the quarter of the population living on farms. 
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Part II contains estimates of the disposition of income by these 
families in the different income groups, also based on many sample 
studies. It is interesting to find from these admittedly rough 
figures, that about 85 per cent. of the total personal saving in 
1929 was done by the 10 per cent. of families which had incomes 
over $4,600. It is shown that corporate saving is only about 
one-eighth of personal saving, and shows no tendency to increase 
as a fraction of the National Income. These figures on saving 
lead up to the main conclusion of the book, which is that increasing 
incomes, and particularly increasing inequality of incomes, were 
leading to increased saving during the ten years up to 1929. How- 
ever, the evidence on increasing inequality of incomes is small and 
not conclusive, which justifies the scepticism expressed by Mr. 
Warburton in a footnote of reservation. Part III is a summary 
of conclusions, most of which are not surprising, but apparently 
essential medicine for the public mind. There is also a chapter to 
convince surfeited capitalists that the American people had not 
reached the material limits of consumption in the boom years. 
The detailed statistical matter is collected in long appendices, 
making the actual text, which is well illustrated, quite easy to 
read despite its purely statistical nature. 

In The Formation of Capital, after a brief and elementary 
discussion of the nature of money income and capital formation, 
Professor Moulton poses “An Economic Dilemma”: “In order 
to accumulate money savings, we must decrease our expenditure 
for consumption, but in order to expand capital goods profitably, 
we must increase our expenditure for consumption.” He criticises 
the classical economic theory which, he says, did not face this 
problem, and goes on to cite historical evidence showing that 
consumption and capital formation have usually expanded or 
contracted together, rather than as alternatives as the classical 
theory would suggest. Examining more historical cases he con- 
cludes that changes in consumption, often of residential buildings, 
have usually started first. He admits, however, that the impulse 
may come from either side. 

Professor Moulton proceeds to show that, in fact, it is the 
commercial banking system which enables society to escape his 
dilemma. Expansion of bank credits enables consumption and 
saving-cum-investment to expand together, which after a time can 
occur without credit expansion, as both the increasing consump- 
tion and saving come from increasing incomes. It is rather un- 
fortunate that these points were not further discussed, and related 
to the rate of interest, which is hardly mentioned in the book at 
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all. Professor Moulton, however, hurries on to his main point, 
that savings, as a result of the larger and more unequal incomes 
of the 1920’s, were increasing faster than consumption. It is 
argued that these extra savings were not going to form capital 
because no increase of excess capital was in evidence. The 
explanation of this, Professor Moulton finds to be, “‘the excess 
savings were absorbed, dissipated in bidding up the prices of 
existing securities.” 

Against these later points, it may be argued, firstly, that the 
increased savings could show themselves in the use of more 
capital, not necessarily in excess capital. Secondly, bidding up 
the price level of existing securities cannot absorb saving from 
ordinary income, inasmuch as what the buyer invests the seller 
disinvests. Here the use of a definition of personal income, 
including capital gains from sale of assets, used for statistical 
reasons in America’s Capacity to Consume seems to have led 
Professor Moulton into a fallacy, unless the only increased savings 
were those from capital gains. 

However, the general argument of the series, that an increas- 
ing tendency to save has been preventing the United States from 
fully utilising her resources, is quite plausible. It is interesting 
to note this argument, founded largely on empirical data, tending 
somewhat towards Mr. Keynes’ monetary theory, and it is to be 
hoped the latter will be considered in the final book of the series 
in addition to the views of those theorists whom Professor Moulton 
discusses in an appendix. This series of books should undoubtedly 
help in determining what was actually happening in that much- 
discussed but little understood American ‘“‘ boom.” 

R. B. Bryce 
St. John’s College, 
Cambridge. 


The British Way to Recovery. By HERBERT HEATON. Pp. viii + 
184. (University of Minnesota Press: London, Humphrey 
Milford. 1935. 8s. 6d.) 


Proressor HEATON, an Englishman by birth, has taught 
economics at Birmingham, in Australia, in Canada, and latterly 
at Minneapolis: he was thus well qualified for the task which 
he has undertaken in this unpretentious and admirable little 
book, namely, to explain to American students what Great Britain 
and various other parts of the British Commonwealth have been 
up to since 1931. Not to American students alone will this book 


come as a boon: English readers also, whether learned or un- 
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learned in economic science, will find it an extremely lucid, 
readable and acute summary of what has been going on in their 
country. 

Professor Heaton’s thesis is that, of the things done or at- 
tempted in the American New Deal, there are some which England 
did not need to do, for she had done them long ago, others which 
the special nature of her problems precluded her from attempting ; 
but that ‘the crowded years since August 1931 destroy any 
belief that the British Government has been letting nature take 
its course in lifting the country out of depression. . . . There 
has been relief, reform, regulation, reorganisation, protection, 
subsidies, and at some points an extension of state control that 
deserves the label of regimentation.” 

Accordingly, his first few chapters set out how the solid fabric 
of Britain’s social legislation, and the strength of her banking 
system and civil service, rendered unnecessary in her case the 
improvisations attempted in these fields in the United States : 
while, on the other hand, the magnitude of her National Debt 
and the distress of her staple export trades complicated for her 
the problem of coping with the onset of depression. The following 
chapters contain a clear and orderly exposition of the actions of 
the National Government in the fields of public finance, credit 
and exchange, tariffs and trade agreements, agricultural and 
industrial reorganisation, shipping and _ house-building. Two 
final chapters on ‘ Australia—‘ First In and First Out’” and 
“Canada Muddles Through ”’ excellently round off the book. 

Professor Heaton’s desire to explain to his American friends 
that Britain has not sat still with folded hands does not render 
him blindly uncritical of what has been done. There is a pleas- 
antly astringent flavour in some of his comments—notably on 
the birth of the giant Cunarder (p. 117) and the dealings of British 
commercial policy with the dependent Empire (p. 105). Some, 
no doubt, will feel that he might have permitted himself a little 
more astringence @ propos of such matters as the “‘ rough attempt 
to achieve equality of sacrifice ” in 1931 (p. 52) and the policy of 
keeping ‘‘ the milk from flowing into the ‘ liquid market ’ where 
prices are higher” (p. 89)—a little more scepticism about the 
size of the hole which has been made in the housing problem 
and a little less scepticism about the scope which English con- 
ditions offered for the expansion, or at any rate the non-con- 
traction, of expenditure on public works (pp. 117-19). But in 
his own (somewhat optimistic !) words, “‘ years must pass before 
we can measure the effect of many plans and policies in promoting 
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or delaying recovery”: his main object has been to record 
rather than to assess, and by conveying to them such a weight of 
information with such lightness of style he will earn the admiration 


and gratitude of many readers. 
D. H. RoBertson 


The Economic Consequences of Progress. By Roy GLENDay. 
(London: George Routledge & Sons, Ltd. 1934. Pp. 
xv + 302. 12s. 6d.) 


TuE Economic Adviser to the Federation of British Industries 
has here written a book the object of which is to contribute to 
the task of making economics “a branch of Natural History.” 
This is to be achieved by the rejection of deduction from funda- 
mental premises as an essential part of the method of economic 
science. Mr. Glenday regards the abstract method of orthodox 
economics as futile, for he wrongly believes that deduction would 
lead to “the private prepossessions of individuals” displacing 
“* practical experience as our guide to truth.” 

After this introduction, one would expect a statistical study 
of cyclical fluctuations, but the motto to the first chapter—a 
quotation from D. H. Lawrence which shows him in a particularly 
anti-rational mood—raises certain doubts. These are confirmed 
by the subsequent argument, which is only to a small extent by 
induction. Mr. Glenday still uses, especially in his treatment 
of monetary problems, the accepted technique of theoretical 
economic analysis which he professes to despise; for the rest, 
he relies on argument by analogy, drawn mainly from biology. 

In the first part of the book we are given an analysis of 
economic progress, consisting mainly of an exposition of the law 
of diminishing returns and of an attempt to apply it to progress 
itself. Mr. Glenday develops the law of diminishing returns 
from certain laws of organic growth. He is hardly fair to economic 
science in failing to point out that this law is one of its earliest 
and most lasting achievements, and he certainly fails to grasp 
the essential nature of economic analysis if he believes—as he 
appears to do—that technological considerations are necessary 
in order to support or contradict an economic law. It can be 
shown that even historically this law did not arise from technology, 
but that it was an interpretation of the very simple fact of ex- 
perience that, beyond a certain point, an increase in the yield 
from the soil can only be achieved by an increase of the area 
under cultivation. 

Similarly, no economist would admit that the ever-present 
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tendency to diminishing returns is incompatible with a general 
trend of increasing output, as Mr. Glenday seems to imply, 
provided that there is an increase in the supply of the factors 
of production and an increase in technical knowledge. In other 
words, an increased yield, under conditions of production when 
more than one factor is used, is possible through an increase in 
the amount of any single factor, though each will be subject to 
the law of diminishing returns; and capital (giving the possibility 
of adopting more “ roundabout ”’ methods of production) must, 
for this purpose, be regarded as a factor too. 

In the second part, Mr. Glenday gives his version of the kind 
of planning which will be necessary in the future. He starts 
with the proposition that ‘‘ change is not progress.” He does 
not, however, rely solely on his metaphysics, but endeavours 
to show that because of the diminishing scope of international 
trade, of international capital movements, and of opportunities 
for profitable investment in general, we must eschew the ‘“‘ mad 
rush” for an ever-increasing economic activity and consciously 
plan our economic life. 

Mr. Glenday’s practical proposals to this end are not quite 
clear; but he appears to believe in some vaguely defined functional 
state of the “‘ corporative ’’ kind, which would be largely self- 
sufficing, in which productive capacity (and the use of machinery 
in general) would be reduced, in which production and distribu- 
tion would be standardised, and in which consumers’ choice 
would be considerably limited. The consequent decline in the 
standard of living Mr. Glenday seems to view with equanimity ! 

In spite of many inconsistencies and of a certain flavour of 
mysticism which pervades it, this is a lively and vigorously 
written book. Mr. Glenday’s sincerity cannot be in doubt. It 
is all the more unfortunate to find him allied to a school of thought 
that can only be described as reactionary in the extreme. 

Erico Roti 

University College, 

Hull. 


The Economic Basis of Politics. By Cuartes A. BrEarp. 
(London: Allen and Unwin. 1935. Pp. 99. 3s. 6d.) 


Tuts is the first English edition of some lectures delivered in 
1916 and published in the United States in 1922. The theme is 
the dependence of political government on the economic interests 
which coexist in every civilised community. In the new Preface 
the author implies that he wishes to contribute to the search for 
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the necessities which govern human action, but he is too well- 
equipped with historical knowledge to claim that he has dis- 
covered, or has any immediate hope of discovering, any precise 
laws of causation. His conclusion is merely that the conflict of 
economic interests is an inescapable fact to which every political 
system must accommodate itself. One might suggest that 
inquiries of this kind are likely to be more fruitful if they set out, 
as Max Weber did, in search of probabilities rather than necessities. 

He begins by showing how great political thinkers from 
Aristotle onwards recognised that the location of political power 
depends on the location of economic power, and in particular on 
the distribution of property. He then explains how the history 
of European governments reveals always a system of representa- 
tion of “‘ estates’ or interests, until the Industrial Revolution 
and the teaching of Rousseau caused the triumph of the idea that 
men should be represented as equal individuals. Since then the 
theory of democracy has been in conflict with economic facts, for 
interests and inequality persist. Even the communism estab- 
lished in Russia had, he says, so far failed to eradicate these 
inequalities and to reconcile these interests. His analysis is 
weakened by his failure to discriminate clearly between social 
classes, functional groups and income strata and the different 
forms they assume in different societies. Nor does he tackle the 
logical dilemma that, although property gives political power, it 
is political power that creates property, for property is a social 
institution rooted in the law, and not a simple economic fact. 

It was impossible for him in 1922 to assess the meaning and 
value of the Russian experiment, while the Fascist attempt to 
design a new State by restoring to the economic interests their 
lost political significance lay still in the future. He has rightly 
not attempted to bring his book up to date. It remains a stimu- 
lating introduction to one of the great problems of to-day. But 
it is surprising to find a study, however brief, of the relation 
between government and the class struggle which makes no 


reference to Karl Marx. 
T. H. MAarsHALL 


London School of Economics. 


Population Theories and their Application, with special Reference 
to Japan. By E. F. Penrose. (Food Research Institute, 
Stanford University, California. 1934. Pp. xii-+ 336. $3.50.) 


THE first part of Mr. Penrose’s book is concerned with general 
theories of population. His chapter on the Malthusian doctrine 
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achieves an admirable compression of a big subject in a short 
space; it is a real contribution to this much-discussed theme. 
The two following chapters dealing with the income optimum 
and the welfare optimum concepts of population are breaking 
in part new ground. They are interesting and suggestive, but 
do not profess to make more than a tentative approach to a 
solution of the population problem. At the same time Mr. 
Penrose does good service in emphasising the essential relativity 
of the notion of an optimum population. He returns elsewhere 
to the same question with such comments as: “ It is impossible 
even to discuss this concept of an income optimum population 
for such countries as Japan, Java and England without taking 
account of commercial policies” (p. 273); and “‘ Whether or 
not over-population exists in a country will depend not simply 
on the size of the population but also on its make up ”’ (p. 184). 

Turning in Part II to Japan he is in agreement with those 
authorities, Japanese and others, who hold that the present 
rapid growth of population in that country will not last beyond 
about 1955, and that after that date the Japanese population 
will show the same tendency to a quick decline in the rate of 
natural increase (and for the same reasons) as in Western European 
countries in recent years. He holds that, despite the great 
increase in numbers during the last decades, the standard of 
living and the average per capita income have been rising in the 
country as a whole, but that there is clear evidence of a growing 
tendency tc over-population among the agricultural section of 
the community. The urgent problem, as he sees it, for Japan 
for the next twenty years is how to absorb her growing population 
in other occupations than agriculture—the solution for which 
can only be looked for in the development of her industries. 

In Part ITI Mr. Penrose discusses the broad social and economic 
implications of an expanding population in relation to such matters 
as migration, territorial expansion, conflict, and international 
trade. These matters are treated both generally and with 
special reference to Japan. He pleads cogently for the allowance, 
on a restricted basis, of Japanese immigration into Australia, 
California and British Columbia, and for the cessation of dis- 
criminating measures directed against Japanese goods. In 
regard to the latter he has no difficulty in showing both the 
economic loss which such policies cause to Japan and the political 
friction to which they give rise. It is unfortunate, however, 
that, in stressing this side of the question, he has given insufficient 
prominence to a discussion of the long-run effects of Japanese 














1935] ECONOMIC PLANNING AND THE TARIFF 547 


competition upon the economic welfare of the older industrial 
countries. Viewing the situation realistically this is the vital 
consideration so far as the determination of policy is concerned, 
and Mr. Penrose’s case would have gained in force if he had 
devoted more space and argument to showing that the industrial 
expansion of Japan is not necessarily inimical to the long-run 
interests of other industrial States. He discusses the recent 
Japanese policy in Manchukuo and concludes that this is not 
(as Japanese apologists claim) the necessary outcome of an 
irresistible pressure of population upon subsistence, and that it 
is calculated rather to aggravate than to relieve Japan’s economic 
difficulties. 

On the more general side, Mr. Penrose’s standpoint may be 
defined by saying that he envisages the central population 
problem as essentially a problem of the regional distribution of 
resources, including population itself, both within each individual 
country and between countries. : é 

Mr. Penrose has come to his subject with a fresh mind and a 
conspicuous absence of preconceived ideas; as a result he has 
written a book which is really worth reading. It has the great 
merit of lifting the treatment of population problems out of the 
doctrinaire lines into which it has tended to fall and of placing 
it upon a wider and much more realistic basis. 

C. W. GUILLEBAUD 


Economic Planning and the Tariff : an Essay on Social Philosophy. 
By JAMES GERALD SmiTH. (Princeton: Princeton Univer- 
sity Press; Oxford University Press. 1934. Pp. x + 332. 
13s. 6d.) 


Tuts book seeks to diagnose the economic ills of the United 
States of America. The tariff, says the author, though not the 
sole cause, lies at the root of the malady. Its maintenance in its 
present form makes inevitable the restriction of agricultural 
production now being undertaken by the A.A.A. and the virtual 
abandonment of debt payments by foreigners. Previous govern- 
ments had curtailed the market for farm products by checking 
imports through the tariff and at the same time had sought to 
maintain agricultural production by extending credits to farmers 
on specially easy terms, while creating markets by means of over- 
generous foreign lending. Mr. Roosevelt’s New Deal, designed 
to rescue the nation from the confusion which resulted from these 
contradictory policies, can never succeed so long as he maintains 
the tariff in its present form and at present levels. Dr. Smith 
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traverses familiar ground in exposing once again—alas, not 
unnecessarily—the common Protectionist fallacies, such as the 
claim that tariffs are necessary to maintain the American standard 
of living. One can easily agree with him in these arguments, 
both general and particular. 

But he attempts something more than a demonstration of the 
futility of Protection and the contradictions of American policy. 
He seeks to identify these contradictions with Economic Planning. 
The tariff was Planning; easy credit for farmers was Planning ; 
maintenance of a stable general level of prices was Planning; 
reckless foreign lending was Planning. Yet he recognises in the 
opening sentences of his book that these experiments of the State 
or the Central Banks do not deserve the name of Planning. ‘‘ Not 
long ago,” he says, “to advocate economic planning meant 
something definite, even if it was Utopian. Economic planning 
connotated (sic) Socialism or Communism.’ He goes on to 
claim: ‘‘ More recently, the argumentative advantages inherent 
in the very idea of ‘ planning’ has (sic) been recognised in this 
propagandist age by the wily capitalists. In Fascist countries the 
capitalists are stealing the thunder of the critical Liberal and 
Socialistic or Communistic groups by developing an economic 
Planning of their own.” Surely, the conclusion is that what 
has so far been attempted in America is not Planning at all, 
because it lacks any central scheme, but consists in opportunist 
remedies devised and applied ad hoc to each situation as it arises. 
Planning involves State interference, but every piece of State 
interference is not Planning. 

Unfortunately, Dr. Smith is not prepared to admit this. 
Terming the misguided American policies Planning, he then pro- 
ceeds to use their contradictory nature as a stick wherewith to 
beat every advocate of Planning, and indeed every advocate of 
social theories with which he disagrees. He finds it easy to ridi- 
cule Dr. Robert Eisler and the luckless Professor George Warren. 
But he does not attempt to criticise in detail the formidable 
advocates of Planning. He makes references to ‘‘ this school of 
thought,” and “ the ‘ inevitable tendency ’ doctrinaires,”’ and he 
lets it be known that he dislikes both behaviourist psychology and 
the doctrine of plural sovereignty. But the sections of his book 
in which he discusses these questions left upon the mind of at least 
one reader an impression of baffling vagueness. 

It is easy to show that attempts to bolster up inefficient 
industries by tariffs, or redundant agriculture by subsidies, or to 
preserve the incomes of selected groups by organised restriction of 
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output are not only foolish but ultimately suicidal. But the 
very simplicity of the demonstration raises the question: Why 
do these attempts persist? Dr. Smith suggests that the answer 
is: stupidity. He points out, for example, that in the second 
half of the nineteenth century Great Britain enjoyed, under Free 
Trade, a period of rapid economic expansion, and sadly adds, 
“the lesson was learned, but, alas, too quickly forgotten.” 
Surely there must be some explanation of this amnesia. Pro- 
tectionism is only one of a hundred persistent institutions which 
impede the smooth working of the economic system in the produc- 
tion and the distribution of wealth. Dr. Smith accuses his 
opponents of ignorance of the profound reasoning of great 
economists and social philosophers. Is it not, rather, that, 
finding so many “‘ exceptions ” in the real world to the harmonies 
of the “scientific ”’ theory, they seek, by particular studies, to 
examine the nature of those institutions, thinking such study at 
least as important as the devising of subtle refinements of theory 
based upon hypothetical cases ? 

Dr. Smith is in an uneasy position, somewhere between the 
‘* rugged individualism ”’ which is only a cloak for the maintenance 
of monopoly profits and the positive planning which he detests. 
His own programme of reform includes unemployment insurance, 
dismissal allowances, prohibition of child labour, taxation of large 
incomes, public works policy to stimulate recovery from depres- 
sions, ‘‘ a moderate downward revision of our present extremely 
high tariff duties,” and ‘‘ the development of an American code 
of fair practice in international trade, applying to exports as well 
as to imports.” These are not unreasonable proposals in them- 
selves, and a powerful case may be made for such a Liberal policy. 
But it is surprising to find Dr. Smith attempting to buttress the 
case for his policy by calling it a Plan! By using this word in 
several different senses he has increased rather than reduced his 


readers’ bewilderment. 
H. A. MARQUAND 


University College, 
Cardiff. 


Scritti e Discorsi di Economia e Finanza. By LronE WOLLEM- 
BORG. With a Preface by Proressor AuGUSTO GRAZIANI. 
(Torino: Bocca, 1935. Pp. xxviii + 696. 40 /.) 


LEoNE WoLLEMBORG was born at Padua in 1859 and died in 
1932. He took his Doctorate at the University of Padua in 1878 
with a thesis on “‘ Relative Cost of Production as a Basis for the 
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Determination of Value.’”’ In the ’eighties he threw himself with 
great vigour into the study of consumers’ co-operation, and of 
co-operative credit institutions, on the Raiffeisen model, in rural 
areas. And he did much to popularise and multiply such institu- 
tions in his native Veneto. He was a member of the Italian 
Chamber of Deputies from 1892 to 1913, and of the Senate from 
1914 onwards. It is not clear whether he remained a Senator 
until his death, but his last important speech in that Assembly 
was apparently delivered in December 1926. 

As a Parliamentarian he specialised, and often spoke, on 
questions of public finance. In 1901 he became Minister of 
Finance in the Cabinet of Zanardelli, and prepared an ambitious 
scheme for the reform of taxation, both national and local. But 
he failed to persuade his colleagues in the Ministry to accept his 
scheme, and thereupon resigned. His principal achievement, as 
a Minister, was the provision of cheap quinine, the quality of 
which was guaranteed by State inspection, as a means of com- 
bating malaria. 

This book contains a selection from his writings and speeches, 
buttressed by a full bibliographical record. Nearly half the book 
consists of speeches in Parliament. Professor Graziani contributes 
a laudatory preface. 

Wollemborg was of a type in which pre-Fascist Italy was 
unusually rich, combining theoretical interests with practical 
activities, and carrying expert knowledge into public life. This 
type may be emerging less easily since the March on Rome. 
There is some evidence for suspecting that the Fascist régime, 
which has led, in literature at any rate, to a certain intellectual 
impoverishment, has not been less unfortunate in other spheres. 

In his abortive project of financial reform in 1901, Wollemborg 
was in advance of his time. Some of his ideas, which were then 
rejected, have since been adopted. His proposals included the 
handing over to local authorities of most taxes on real property, 
the abolition of nearly all internal taxes on consumption, the 
creation, for national purposes, of a general income-tax, assessed 
on a progressive scale upon personal income and subject to 
allowances for dependants, and an increase, also on a progressive 
seale, of death duties. It was not till eight years later that a 
British Chancellor of the Exchequer applied the principles which 
Wollemborg suggested to the British income-tax. 

Hucn DALton 
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Essays of William Graham Sumner. Edited by A. G. KELLER 
and M. R. Daviz. 2 vols. (Yale University Press and 
Oxford University Press. Pp. xix + 499 and viii + 534. 
13s. 6d. each.) 


THE name of Sumner is not familiar to this generation of 
English economists, although the obituary in this JourNaL 
twenty-five years ago indicates that he was better known then. 
The reason is that he was not really an economist. Even his 
chair at Yale which he held for thirty-seven years was in Political 
and Social Science, and it was upon sociology rather than upon 
economics in America that he left his mark. We must take 
seriously his statement in 1889 about his economic education : 
“My first interest in political economy came from Harriet 
Martineau’s Illustrations of Political Economy, when I was thirteen 
or fourteen [circa 1853]. . . . In college we read and recited 
Wayland’s Political Economy, but I believe my conceptions of 
capital, labour, money and trade were all formed by those books 
which I read in my boyhood.” His economic analysis, if we may 
judge by his published work, never became more technical than 
it was in 1874 in his history of American Currency. As time went 
on his interest in economics did not increase ; it was as a sociologist 
that he became erudite, his Folkways : A Study of the Sociological 
Importance of Usages, Manners, Customs, Mores and Morals (1907) 
being a monument to his learning. 

The concept of the mores occupies a central part in Sumner’s 
thought. It is best explained in his own phrase: ‘ customs 
have grown up from the unavoidable compromise between meta- 
physical dogmas and life interests, and these customs, so far as 
they inhere in essential traits of human nature or in fundamental 
conditions of human life, or as far as they have taken on the 
sanctity of wide and ancient authority, so that they seem to 
be above discussion, are the mores.”” Anything which has become 


by selection a custom is a “ folkway”’: when a “ moral and 
reflective judgment ”’ as to the bearing of the custom on welfare 
is added, the folkway becomes a part of the mores. ‘‘ We are all 


in them, born in them, and made by them.” 

The evolutionary basis of this idea is manifest. It led him 
to take that hard-headed attitude to economic reform through 
State action which is usually denounced as one of laissez-faire. 
He frankly detested what he called the ‘‘ sentimental philosophy,” 
which asserted that ‘“‘ nothing is true which is disagreeable,” 
which encouraged ‘“‘ easy optimism ” with respect to the possi- 
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bilities of improvement in society. Yet Sumner was not Pan- 
glossian in his ‘‘ extreme prejudice against State interference ”’ ; 
there is sometimes even a note of despair in his emphasis upon the 
sordid and brutish aspects of life: he was simply convinced 
from his reading of history that the progressive étatisation of 
society would lead to disintegration as he believed it did in Rome. 
He detested socialism because he defined it as ‘“‘ any device or 
doctrine whose aim is to save individuals from any of the diffi- 
culties or hardships of the struggle for existence and the compe- 
tition of life by the intervention of the State.’’ To strive for 
an equalitarian state was necessarily to go back rather than 
forward. 

Despite all the scientific coldness of Sumner’s dissection of 
society, most modern readers will find his standpoint repellent : 
he leans too much on the assertion that the “ social order is fixed 
by laws of nature precisely analogous to those of the physical 
order.” 

All but three of these essays have been included in previous 
collections. Those of an economic character show Sumner as 
the political agitator and economic pamphleteer. In this réle 
he was brilliant and powerful. The attack upon protection 
(1885) will still bear reading, not for any subtle analysis but for 
the blunt weapons so effective in the rough and tumble of political 
debate. The editors have designed the volumes primarily for the 
general reader: they will be of little interest to the specialist, 
including (rather than excluding as the editors believe) the 


college student. 
REDVERS OPIE 


Kapital und Produktion. By RicHarp von Strict. (Wien: 
Julius Springer. 1934. Pp. x + 247. Rm. 7.80.) 


Tue theory of capital and production here expounded is 
based upon the ideas of Menger and Béhm-Bawerk. As compared 
with the latter, Professor Strigl’s concept of capital is much more 
frankly connected with the wages-fund doctrine. In real terms 
subsistence constitutes “free capital”; in monetary terms 
*‘money capital’ is command over subsistence; and in each 
case the capital characteristic depends upon the decision of the 
holder regarding the use to which the means are to be put. 

Of the three chapters in the book, the first two are directed 
to show that questions concerning the use of capital are identical 
with the problem of the “structure of production.” Fixed 
capital is shown to be connected with the problem of roundabout 
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processes because of renewals and because free capital is comple- 
mentary to fixed. The length of the productive process must 
be such that the fund of free capital is adequate to the 
demands upon it for renewing and operating fixed capital. The 
subsistence fund is a factor of production and it must be dis- 
tributed throughout the “time structure” of production in 
conformity with the “law of cost” (i.e. cost equals marginal 
product). 

The maintenance of the proper structure of production depends 
on the maintenance of the appropriate horizontal and vertical 
price relationships. This gives the starting-point of Chapter 
III (Money and Capital). Given the static assumptions under- 
lying the greater part of these chapters, the introduction of 
money and the regulation of the structure of production by the 
money rate of interest involve no change of principle as compared 
with the barter economy: the “ natural” or “ equilibrium ” 
rate of interest equates the demand for with the supply of sub- 
sistence. Any injection of new money in the static state sets up 
changes in the structure of production; and in this respect 
hoarding and dishoarding, or changes in the integration of 
industry are regarded as having the same effects as changes in 
the quantity of money. Since money is said by Professor Strigl 
to be neutral when the monetary conditions are such as to allow 
the stationary functioning (Ablauf) of the system, neutral money 
and a stationary state both mean a constant volume of money 
in the wide sense. 

This brings him to the analysis of production under the influence 
of credit expansion (Chapter IIT, pp. 180-99). Increased credit 
leads to a lower rate of interest and so to an “ undue ” lengthen- 
ing of processes, which in turn means that capital is ‘‘immobilised,” 
i.e. is not set free at the proper time. The new credit increases 
the prices and output of subsistence. But this increase means 
capital consumption. Thus the two effects of expanding credit 
are immobilisation and consumption of capital. Professor 
Strigl says it is self-evident that the increase of “ capital” by 
increasing the output of consumers’ goods can never allow the 
longer processes to be completed. But this is just the point where 
argument in detail is required: the shadowy statements in the 
text (pp. 195-6) cannot be regarded as a proof. The reader is 
left with the conviction that there remains a complicated question 
of the relation between the ‘“ immobilisation ” of capital and the 
consumption of capital. 

A long appendix on the business cycle is the most interesting 
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part of the book. The method of analysis is no longer the 
“exact” one used previously, i.e. the static assumptions are 
dropped. There is a difficulty here in connecting the appendix 
with the preceding analysis : it is not at all clear what the dropping 
of the static assumptions means. The most interesting point 
made is that the stoppage of credit does not lead directly to an 
equilibrium position because the deflationary processes are 
cumulative, largely because bankers and entrepreneurs strive to 
increase their “‘ liquidity.”” Money is thrown out of the Kreislauf 
during the depression, and when recovery begins these “ de- 
capitalised ” funds flow back and act as a disequilibrating element. 
At first Professor Strigl seems to admit that theoretically bank 
action may offset the effects of this disturbing factor, although 
he is pessimistic about the possibility of ever getting the right 
criteria for action. In another vein, however, he seems to deny 
even this potential power, because he stresses the ‘‘ psycho- 
logical disinclination ” to invest in depression, and the power 
of the system to expand independently of the Central Bank in a 
boom, in the light of which he seems to despair of exercising 
control over business fluctuations. Yet, he thinks, not quite 
consistently, that the banks may (at most) affect the timing of 
the turning-points and so the intensity of crises. In the end, 
however, he is as sceptical of damping down the cycle as he is of 
stabilisation as an objective of policy. : 

On the whole this is the clearest statement of a theory of 
capital and production along the lines of Bohm-Bawerk that has 
yet emerged from Austria. It leaves difficulties, and a great 
deal of it will weary the professional reader; but it is worth 
attention in England. The cost of the book—short and un- 
bound as it is—will be a great deterrent to its sale in England. 

There is a slip on p. 59 when the supply of the services of 
land ‘“‘in the usual diagrammatic representation ” is said to be 


approximately horizontal. 
REDVERS OPIE 
Magdalen College, 


Oxford. 


Etudes Econométriques. By René Roy. (Paris: Recueil Sirey. 
1935. Pp. 145. 20 fr.) 


THREE articles published by Professor Roy in the Revue 
Wd économie politique between 1927 and 1934 are collected together 
in this volume without alteration. The first article, Les index 
économiques, appearing in two numbers of the Revue in 1927, 
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is concerned with the theory and construction of price index- 
numbers. The theoretical discussion starts from the differential 
formula for a price index proposed by Professor Divisia. Particular 
indexes, of factor prices, wholesale and retail prices and so on, 
are described and an analysis is given of the division of such 
indexes into partial indexes representing, for example, wages or 
food costs. A particular study of the composition of a factor price 
index follows with an account of some actual indexes used in the 
formulation of tariff rates in certain public utility services in France. 

The main interest of the theoretical study lies in the derivation 
of the linear form assumed for price indexes with weights equal 
to the basic proportions of expenditure on the various items. 
It is shown that the linear form has theoretical support if the 
quantities of the items vary proportionally over the time period 
of the index. This does not carry us far, since the two “ limiting ” 
indexes (of Laspeyres and Paasche) are identical in this case and 
either can be used as the linear price index. The linear form 
also holds approximately if the expenditure proportions on the 
items remain unaltered over time and if the price variations are 
small. In this case, however, it would appear that a better 
approximation is provided by the weighted geometric, rather than 
arithmetic, mean. 

Professor Roy’s discussion rarely penetrates below the surface. 
This is not surprising when it is remembered that he wrote before 
the appearance of the work of Haberler (1927), Bowley (1928) 
and others in this field. His one suggestion for the improvement 
of practical indexes appears to consist of the frequent revision 
of the weights—scarcely an epoch-making discovery. 

The other two articles can be taken together in that they 
both relate to the concept of a demand curve and its elasticity. 
The earlier article is Les lois de la demande from the Revue of 
1931. The static form of the demand law is here related to the 
distribution of incomes and described by means of its elasticity. 
The mathematical basis of the development appeared in an earlier 
article in Metron (1930) which does not find a place in the present 
volume. The main thesis put forward is that the elasticity of 
demand for a group of commodities is less than unity, so that 
total revenue increases as price increases and consumption 
decreases. Rough estimates of demand elasticity are obtained 
in the cases of various public utilities (e.g. gas, postal and transport 
services) in which changes in the tariff rates have been made from 
time to time. The thesis is verified in these instances; it cannot, 


of course, be maintained as a universal law. 
No. 179.—vOL. XLv. oo 
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The later article, L’élasticité de la demande, is taken from the 
Revue of 1934. It consists simply of a summary of the methods 
and results of Professors Moore and Schultz in the statistical 
estimation of demand elasticity from market data of prices and 
consumption. The two articles provide a convenient summary 
of the theoretical basis and the statistical derivation of demand 
elasticity. Little is added to what can be obtained from the 
published work of Moore, Schultz and others, but the articles 
probably merit their reprint in this collected form. 

R. G. D. ALLEN 


The Nazi Dictatorship. By Roy Pascat. (George Routledge 
and Sons. 10s. 6d.) 


Mr. Pascat has written an exceedingly competent book 
about contemporary Germany. His work has the advantages 
and disadvantages of being frankly tendencious. Perhaps the 
most admirable chapter is that which presents the theory of 
National Socialism with astonishing lucidity and completeness. 
It is, however, impossible not to observe that Mr. Pascal’s work- 
ing class is endowed with something very like the sanctity of 
Herr Rosenberg’s Aryan race. No one can do more than guess 
at the strength of Communism in Germany to-day, but Mr. 
Pascal almost certainly exaggerates it. The average working 
man—one hears it from him constantly—agrees with Hitler 
that a bad wage is better than the dole, and until rearmament 
is complete, employment figures are unlikely to fall again. The 
more rebellious workers get beaten up by the S.S. for their pains, 
and frequently abjure political activities as their tormentors 
intend they shall. Most people are bored with Nazi speeches, 
yet they are grateful for Hitler’s foreign policy. 

One of the inaccuracies which follow from Mr. Pascal’s 
enthusiasm is that he is forced to take the official Nazi view that 
in the winter of 1932-3 there was a real possibility of the establish- 
ment of Communism in Germany. The gravity of the Com- 
munist ‘‘meénace” has all along been denied by the Berlin 


Correspondent of The Times, and by most other competent 
judges; the lack of able Communist leaders, to mention only 
one thing, was patent. Like all Communist writing, Mr. Pascal’s 
book is an attack upon Social Democracy as the betrayer of the 
German working class. There is at least as good a case for saying 
that Social Democracy was stabbed in the back by Communism. 
How often in 1932 did the Communist press cry aloud, “ Social 
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Democracy, not Fascism, is our enemy, for Fascism will play 
straight into our hands.” But the Nazis have destroyed Com- 
munist organisation with a thoroughness unknown to other 
political parties; even if individual suffering can be disregarded, 
was it really necessary to pay so terrible a price ? 

Mr. Pascal makes a powerful case for regarding the Nazi 
dictatorship as an important stage in the development of a ruth- 
less monopoly capitalism, yet there are several odd omissions 
in the story that he tells. There is, as usual, too much of Thyssen 
and too little of the great Westphalian industrialist Emil Kirdorf, 
who has controlled the employers’ strike-breaking fund since 
1905; for it is Kirdorf who has clung most tenaciously to a 
militarist conception of industrial organisation, a conception 
which defines employers as “leaders” and strikes as mutiny. 
When one considers Dr. Schacht’s new levy on industry to sub- 
sidise exports, it is difficult to feel sure that even the biggest 
industrial capitalists are getting all that they could wish out of 
Hitlerism. It is otherwise with the Junkers, whom Mr. Pascal 
a little neglects, for since the big landowners sell a very much 
larger proportion of their produce than the peasants, it is they 
who thrive to-day on the rise in agricultural prices. 

Mr. Pascal’s general argument is weakened by the loan of 
many merely liberalistic pleas against the Satanic power of the 
dictatorial state, a loan which Marxist writers, it seems, never 
blush to make. Mr. Pascal’s description of Germany’s inter- 
national position is marred by the absence of any reference to 
the agreement with Poland, the importance of which was already 
clear some time before he went to press. Finally, his silence 
with regard to the rdle of the Reichswehr is disappointing; the 
bald fact that the Army dropped Hitler in 1923 goes quite un- 
explained, and the remarkably interesting part played by its 
officers since 1932 is completely ignored. - 

ELIZABETH WISKEMANN 


The Great Crisis and its Political Consequences. By E. Varaa, 
(London: Modern Books. n.d. Pp. 175. 5s.) 

The Income Theory of Prices. By J. S. Ropertson. (London: 
Warne. 1935. Pp. 96. 3s. 6d.) 

Basic Economics. By J. G. Evans. (Chapel Hill: University 
of North Carolina Press. 1934. Pp. 139. $1.50.) 


THE first of these books places the reviewer in a certain 


difficulty. Written by a former Professor of Political Economy 
002 
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at Budapest, who is now Director of the Institute of World 
Economy and Politics in Moscow, obviously it cannot be passed 
over completely. But fortunately the fact that it is concerned 
more with political prophecy than with economic analysis makes 
it unnecessary for the book to be noticed at any length in this 
JOURNAL. As might be expected, Professor Varga concludes that 
the economic structure of the “ capitalist ’ countries is but a 
short step from general collapse. He is not so convinced, how- 
ever, of the likelihood of an early outbreak of revolution in the 
West, unless, of course, war should supervene. Such economic 
analysis as the book contains, and there is a good deal which is 
supposed to be relevant to the depression of 1929-34, is on well- 
known Marxist lines. Now, owing to the unfortunate fact that 
communist literature has become so overlaid with catchwords 
and slogans devoid of any precise and well-understood meaning, 
applied economics written from a Marxist standpoint (whether 
sound or not) requires a particularly high level of literary ability 
if it is to be made merely intelligible, let alone persuasive. It is 
not clear whether Professor Varga has written the English ver- 
sion himself or whether he has suffered translation. The English 
is readable, but as economics it is largely unintelligible. The 
book is illustrated by a wealth of statistics, mainly taken from 
League sources. 

The best that can be said of Mr. Robertson is that he shows 
promise of one day writing a book which will be well worth reading. 
A commonplace account of the quantity theory leads him to 
wonder under precisely what conditions commodity prices should 
fall in order to secure equilibrium. As efficiency increases, they 
should certainly do so. But if the expansion of output is asso- 
ciated with more factors, or with a greater expenditure of effort, 
what then? Mr. Robertson sees the problem, but he does not 
go very far towards its solution. Further, he puts forward the 
puzzling suggestion that the earning of profits which are not 
distributed tends to raise prices; and his account of the factors 
which influence the velocity of circulation is unsatisfactory. 

Mr. Evans has written a text-book which as an introduction 
to equilibrium theory can be recommended, particularly to com- 
merce students who find abstraction difficult and are short of 


time. 
HAROLD BARGER 


University College, 
London. 
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World Dislocation and World Recovery. Agriculture as the 
Touchstone of the Economic World Events. By Dr. 
W. H. C. Kyarp. (London: P. 8. King and Son, Ltd. 
1932. Pp. viii + 203. 10s. 6d.) 


THE sub-title indicates the general tenor of this book, which 
has been awarded a prize, as being ‘“‘ the best work on economics 
of international importance,’ by the Committee of the Inter- 
national Agricultural Institute at Rome. There is much in it 
which an economist is little competent to judge. For example, 
the reasons stated in the early part of the book for the importance 
of agriculture in the life of society may be morally or sociologically 
sound; they are certainly not of an economic character. The 
author succeeds, however, after a dangerously long excursion into 
morals and technology, in entering upon economic considerations. 

Dr. Knapp, as befits a Dutch scholar, is an intransigent non- 
interventionist. He examines briefly the fundamental notions 
of many schools of economics—from the Mercantilists to the 
modern Socialists—and comes down heavily on the side of the 
Physiocrats. He believes in the “natural order,” but he also 
has very much at heart the interests of the countryside—now, 
as in the days of the Physiocrats, ignored and sacrificed to those 
of the town. 

The author discusses at length the different diagnoses of the 
causes of the world depression and the suggested remedies. He 
concludes that interference with the working of economic forces 
through price stabilisations, faulty wage policy, tariffs, monetary 
manipulation, etc., is responsible for our present ills; that, there- 
fore, nothing but a return to free competition can provide a 
remedy. 

This book is not really a specific contribution to the agri- 
cultural problem; and the general laissez-faire case, while argued 
with some skill, could have been much compressed. The author’s 
earnestness and obvious sincerity somewhat compensate for a 


tedious style. 
Ericu Roi 


University College, 
Hull. 


The Hop Industry. By Husprert H. Parker. (London: P. S. 
King & Son, Ltd. 1934. Pp. 327. 15s.) 
THis book is a comprehensive survey of the hop industry, 
beginning with its introduction in this country in the sixteenth 
century, and concluding with present-day problems. A lengthy 
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description of the technique of production both in the past and 
in the present, and estimates of the cost of production at different 
periods, are followed by an analysis of the post-War economic 
aspects of the industry in this and other countries, and of the 
special marketing problems which have faced hop-growers. 

In his description of the economic aspect of the British hop 
industry, Dr. Parker follows familiar ground, stressing the 
inelasticity of demand for hops of brewers—the only buyers— 
and the varying yield, resulting, in spite of the possibility of 
storage, in extreme price fluctuations from year to year. His 
outline of the foreign and dominion hop industries provides much 
material hitherto inaccessible and gives interesting comparisons 
with the British industry. 

To the economist the most interesting section will be the 
description and criticism of the operations of the Hop Control 
and of English Hop-Growers, Ltd. Dr. Parker has drawn freely on 
the Hop Controller’s articles in the Journal of the Royal Agri- 
cultural Society, but approaches the problem from a more detached 
position. He brings out several new points in the administration 
of both these bodies. In particular, he criticises the popular 
view that the breakdown of the voluntary association was due to 
the actual financial loss involved on members by the expansion 
of production by non-members. He presents figures to show that 
this loss was, infact, very small. The force of his argument would 
be much strengthened if he had quoted the authority for his 
estimates, especially as the figures of acreage picked, given on 
p. 254, do not agree with the Ministry of Agriculture’s acreage 
figures given on pp. 146 and 309. Several possible explanations 
of the discrepancy exist, but Dr. Parker does not mention them. 

Dr. Parker concludes with a criticism of the pooling principle, 
and of various methods which could be used to check an ex- 
pansion of production. He includes in an Appendix extracts 
from the Hops Marketing Scheme; his book, however, was 
published too soon to describe its operation. 

This book provides material which will be useful to all in- 
terested in the hop industry. Its later sections will serve, in 
addition, as a valuable background to those who wish to appreciate 
the peculiar problems which face the Hops Marketing Board and 
call for its exceptional powers. 


Ruta L. Conen 


Agricultural Economics 
Research Institute, 
Oxford. 
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Annuaire International de Législation Agricole, XXIléme Année, 
1933. Institut International d’Agriculture, Rome. 

Considerations on the Present Evolution of Agricultural Protec- 
tionism. League of Nations, Economic Committee, Geneva, 


1935. 
La Nouvelle Politique Agricale Britannique. By PauL CHAUTEMPS. 


(Paris: Jouve & Cie. 1935.) 
Agricultural Co-operation in Fascist Italy. By Frerpre. Corra. 
(P. 8S. King & Son, Ltd. 1935.) 


Tue depression has brought throughout the world a flood of 
measures to help agriculture through the crisis. Legislation with 
this end in view has mainly been concerned to control the trade 
in or production of agricultural products, or to relieve farmers of 
part of the burden of their indebtedness. The International 
Institute of Agriculture at Rome has once more provided an 
invaluable summary of agricultural legislation in the principal 
countries of the world. It deals with laws passed in 1933, and 
includes, besides legislation concerned with the crisis, legislation 
dealing with the more permanent problems of trade in agricultural 
products, of land reclamation, of agricultural credit and of land 
tenure. The legislation passed is outlined briefly according to 
subject and then detailed by subject-matter and country; the 
more important laws are summarised, and the scope of the less 
important indicated. Finally, a chronological list is provided for 
each country of the agricultural legislation passed during the year. 

The effect on the world situation of legislation designed to 
protect agriculture is considered in the pamphlet issued by the 
Economic Committee of the League of Nations. They publish 
together their observations on the development of the present 
extreme protection of agriculture in most importing countries, a 
memorandum by Sir Frederick Leith Ross on the development of 
agrarian protectionism since the War, and a brief note on the 
general evolution of agriculture, in relation to the growth of 
agricultural protection, in the period between the agricultural 
depression of the 1870’s and the World War. 

The Committee confine themselves to a brief criticism of the 
high level of agricultural protection, stressing in particular that 
the agricultural as well as the industrial producer will suffer 
eventually from excessive agrarian protection. 

The facts of the case are clearly presented by Sir Frederick 
Leith Ross, whose memorandum bristles with interesting tables 
showing the development of agrarian protectionism and its 
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results. The increase in protectionist measures since 1925, and 
the disparity which has developed between the prices of agri- 
cultural products in different countries are clearly demonstrated. 
The evidence is less definite in indicating any increase in agri- 
cultural production in Europe, with the notable exceptions of 
wheat in most countries, and most products in Germany. The 
memorandum—a model of compression—cannot be summarised 
briefly, but should be read by all who are concerned with the 
reasons for the agricultural depression and the development of 
economic nationalism. 

M. Chautemps has attempted to summarise and evaluate for 
the French reader the new British agricultural policy. His 
account, consisting mainly of a synthesis of English publications 
on the subject, is marred by a number of inaccuracies (such as 
the figures of milk production on p. 22). He also neglects, in 
his eloquent denunciation of the protectionist side of the policy, 
and of the exploitation of the consumer, that the policy has other 
aspects, such as the attempts to improve marketing methods. 

Mr. Cotta’s well-documented account of the recent develop- 
ment of agricultural co-operation in Italy, and its relationship 
to the Fascist regime, will be mainly of interest to students of 
co-operation. He assembles a mass of statistics relating to the 
different types of association and describes in detail the forms of 
organisation. His account of the relationship of the co-operatives 
to the Fascist organisations is less easy to follow. 

RutH CoHEN 


Economics of the Farm Business. By TuEopoR BRINKMANN, 
English Edition, with introduction and notes by ELIzABETH 
TuckEeR Bernepict, Hrmrich HERMANN STIPPLER and 
Murray REED BENEDICT. 


TREATISES on Agricultural Economics in the English language, 
with certain exceptions, have been mainly concerned either with 
the historical approach or with the statistical and descriptive 
account of existing conditions. At the same time research in this 
field has concentrated primarily on problems of the internal 
management of farms, and the costs incurred, and, more recently, 
on studies of marketing and prices. Such a development is 
perhaps inevitable when the more theoretical aspects of the sub- 
ject are left to the pure economist. It is, however, unfortunate 
from the point of view of the student who has perhaps not studied 
economics, but is much in need of some guide to fundamental 
economic principles as they affect agriculture. 
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Mr. and Mrs. Benedict and Herr Stippler have thus performed 
a useful function in translating Theodor Brinkmann’s Economics 
of the Farm Business. This is not, as its title might imply, an 
account of farm management problems, but a careful analysis of 
the effect of the marginal principle on the structure of agriculture, 
assuming perfect competition. (The original script of the book 
was completed in 1912.) “As the farmer must seek in deter- 
mining the intensity of his farming the final input which is still 
paid for, as he must seek, in organising the utilisation of the land, 
the last acre which can profitably be given to a particular crop, 
so he must now seek an answer to the same question for each 
individual product. Where is the last unit of product which can 
still be used in one specific type of conversion with greater profit 
than in any other ? ” 

His analysis of the factors which determine the use to which 
any piece of land shall be put brings out clearly the sense in which 
it is true to say that rent enters into price, and clarifies the arrange- 
ment of Von Thiinen’s zones. 

The approach throughout is theoretical, but is based upon the 
practical conditions which are important to the farmer. Thus 
the costs of production and of marketing, the fertility of the soil, 
the interrelationships of the various products on any farm, and 
the personal qualities of the farmer are all taken into account. 

The analysis is almost wholly concerned with the conditions 
of supply, and does not attempt to indicate the effect of changes in 
these conditions on demand. None the less it provides an 
economic framework for the agricultural problem which every 


agricultural economist should read. 
RutTH COHEN 


The Agricultural Register, 1934-35. (Oxford: The Agricultural 
Economics Research Institute. 1935. Pp. viii + 391. 
5s.) 


WHEN the Register first appeared a year ago, we were promised 
that, if it proved that it supplied a want, it should become in 
future an annual. Its reception justified the hopes of the 
Institute, and they have not only produced a second volume, 
but also, at a slight increase in price, have substantially enlarged 
it. Material relating to Scotland and Northern Ireland has been 
added, but the great bulk of the additional material arises from 
the increase in the administrative action undertaken under the 
Agricultural Marketing Acts. In the last Register some thirty 
pages sufficed to describe the machinery set up under those Acts 
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to deal with the marketing of various commodities. In the present 
Register, though this machinery is taken for granted, almost 
five times the space is occupied with accounts of its operation 
and the effects upon the various commodities concerned. 

As before, the Register, after a brief introductory review, 
contains sections on Legislation, Trade Regulation, Administrative 
Action, Supplies and Prices, Statistics, Labour, and Miscellanea. 
The standard of objectivity of the treatment of these highly 
controversial forms of governmental activity is admirably main- 
tained. The reader is given the facts dispassionately, and left 
to draw what conclusions he may. But an hour or two spent 
in turning over the pages of this volume can hardly fail to leave 
two impressions on the mind; the first, of the infinite series of 
complementary and countervailing committees, organising ex- 
ploitation, guarding against exploitation, judging exploitation ; 
the second, of the steadily mounting demands upon the exchequer 
and the consumer for assistance which one feels by no means 
confident will always reach the persons really requiring it. 


Housing England. By the Industries Group of “ Political and 
Economic Planning.” (London: P. E. P., 16 Queen Anne’s 
Gate, S.W.1. 1934. Pp. 158. 5s.) 


THIS report is an interesting addition to the various studies of 
problems connected with housing which have appeared in the 
last year or two, and it is largely concerned with a side of the 
question which has not so far had its full share of attention, 
namely, the possibilities of increasing the efficiency of the building 
industry. 

The authors quote the various estimates of housing require- 
ments which have been made recently, and suggest that a new 
organisation should be formed especially for the production of 
low-rented houses in large numbers. This organisation would 
consist of a company which would own and manage, linked to 
which would be a subordinate company to do the actual work of 
building. Its activities would be carried out in conjunction with 
the local authorities and according to local needs, and it is claimed 
that the scale of its operations would make possible considerable 
reductions in cost without a lowering of standards. 

The two main openings for cost reduction, in the opinion of 
the authors, are improved building technique and organised 
purchase of materials. Perhaps the best part of the report is 
that dealing with building technique. Its argument can be sum- 
marised in the statement that ‘‘ the building industry has only 
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recently showed any signs of changing from a basis of tradition 
to one of applied science.”” The change is a desirable one, and 
there are two principal ways in which it can be encouraged. 
One is through greater uniformity and less rigidity in building 
regulations, which would facilitate standardisation and the 
introduction of new materials. The other is through more re- 
search. Government action in various directions is suggested 
to further both these lines of improvement. 

The report contains a useful section on the materials industries. 
Bulk purchase would enable production in these industries to be 
better adjusted to demand and would thus tend to lower their 
costs. There is also a good deal of interesting information regarding 
the labour side of the building industry, and various other subjects 
are touched upon, of which management and the possibilities of 
derating working-class houses may be especially mentioned. 

The general impression given by the report is thatthe building 
industry is at present suffering from an excess of tradition, too 
many separate units, insufficient research, and a general lack of 
co-ordination. The authors appear to have made out a strong 
case for the advantages of the large-scale production of working- 
class houses, but it is rather unfortunate that they have wedded 
their various suggestions for reform in the building industry so 
closely to their proposals for a particular form of private organisa- 
tion for owning and building, since it seems probable that this 
will, in fact, be undertaken almost entirely by the local authorities ; 
however, this is no reason why steps should not be taken, as 
indicated in this report, to increase the efficiency with which 
building is carried out and so to bring down its cost. 

J. INMAN 


Marketing of Manufactured Goods. By Newret How1LanpD 
Comisu, Ph.D., Professor of Business Administration in the 
University of Oregon. (Boston: The Stratford Co. 1935. 
Pp. 282. $3.00.) 


TuE high reputation which American Universities and Schools 
of Business Administration have achieved in the field of Applied 
Economics, and not least in the scientific study of Marketing, 
makes it difficult to excuse the appearance of the present volume. 
A few samples, culled almost at random from its pages, will serve 
to illustrate the poverty of the author’s thought and his in- 
adequate grasp of the English language. Take this, for instance, 
as a comment on the introduction of the N.R.A. Codes :— 
‘‘ Experimentation is undoubtedly better than theorising in the 
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fertile fields of our prejudices, for if we are stripped of our economic 
prejudices and come out into the open field of objectiveness with 
an attitude of disinterestedness, we may be forced to the conclusion 
that nobody knows how far the Government should go in for this 
partnership of business.” Or this, to wind up the chapter on 
Mail-Order Houses :—‘“‘ Manufacturers of standard articles 
demanded by rural folk and some city people might, nevertheless, 
find, when other factors are equally favourable, the mail-order 
channel desirable.”” Out of consideration for the more sensitive 
of our readers, we refrain from setting down some even more 
remarkable linguistic specimens, though the book is full of them. 

Dr. Comish’s matter is as deplorable as his manner. From 
cover to cover there is nothing in the book which has not been 
more adequately and more interestingly treated by a score of 
writers on both sides of the Atlantic. Two-thirds of it is devoted 
to a dreary, exhaustive, but amazingly uninstructive catalogue 
of the various types of wholesale and retail outlet open to the 
American manufacturer. The remainder contains a jejune 
discussion of problems of special interest to the producer of 
branded goods and ends with a chapter on Market Research, in 
the course of which we find the following sentences :—‘‘ Some 
research work in marketing is so poorly presented that use is 
rarely made of it. Libraries are full of unused research studies. 
. . . Research experts should remember these facts and spend 
more, not less, time in presenting materials in an attractive and 
intelligent manner. A knowledge of good English . . . will go 
a long way in removing these difficulties.”” Quis custodiet ipsos 


custodes ? 
S. P. Dosss 


Advertising Reconsidered. By A. 8S. J. Baster. (London: 
P.S. King & Son. Pp. 128. 5s.) 


Tus book is a most effective counterblast to the numerous 
advertisers’ advertisements of themselves that have recently 
appeared in books of somewhat similar form. It beats them 
in wit and argument and illustrates the economic, ethical and 
esthetic case for the prosecution by damning, and indeed often 
blasphemous, quotation out of the very mouth of the defence. 

There are chapters descriptive, critical and constructive; 
but to an economist the most interesting chapter is that entitled 
“ Analytical.” Here Mr. Baster discusses how far advertising 
deflects the distribution of resources from satisfying real wants to 
satisfying the artificial wants it has itself created. Commodities 
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easily advertised are likely to obtain a new preference from con- 
sumers Over commodities less easily advertised. Unfortunately 
Mr. Baster seems to identify his real wants with real needs, and 
(e.g. pp. 89 and 90) uses the words interchangeably. This ob- 
scures the fact that a consumer’s real, pre-advertisement, wants 
may not really be needed by him any more than his post-advertise- 
ment wants. Advertisements of soaps, tooth-brushes, cereals, 
might actually deflect a man’s wants from the less easily adver- 
tised but real enough want to gamble or to go on the razzle ; 
but such deflection would not necessarily be away from real need. 
Once an economist embarks upon the slippery slope of “ reality ”’ 
and ethical consequences, he must surely end in questioning 
whether man’s spontaneous or customary wants, arising without 
the help of advertisement, are really so excellent or rational and 
so much a matter of “real need ” that all deflections therefrom 
are to be condemned out of hand. Somewhat too late—within 
four pages of the end of his book—Mr. Baster does, in fatt, question 
“the peculiar sanctity which surrounds consumer’s choice in 
most discussions,” and agrees that State advertising might be 
used to persuade the consumer to want what he ought to want. 

A further consideration in favour of advertising, and one that 
is purely economic, seems to have escaped Mr. Baster. Since 
advertisement, apart from prestige publicity, usually recommends 
one particular branded commodity, advertisement is likely to 
advance large-scale operation as against large-scale organisation, or, 
in other words, to help firms of given size to concentrate effectively 
upon the provision of one or a few articles each on a large scale, 
rather than to scatter their energies upon a multitude of products. 

Mr. Baster, as his sub-title implies ‘“ confesses”? to ‘“ mis- 
givings ’ about advertising. His book is not quite a fair pro and 
con statement, but is a vigorous and well-documented exposure 
of the white lies, ballyhoo and exacerbation to sensitive nerves 
involved in advertising, no less than of the hypocrisy, rascality 
and insensitiveness of advertisers. Mr. Baster’s remedy is pro- 
bably the right one, namely, books such as his. 

P. SarGaNT FLORENCE 
University of Birmingham. 


The Budget in Governments of To-day. By A. E. Buck. (Mac- 
millan. 1934. Pp. vi-+ 349. 12s. 6d.) 


To have written a book about budget-making that is both 
clear and readable is a notable achievement. Mr. Buck, bearing 
American budgetary practice—or perhaps malpractice—especially 
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in mind, examines the methods adopted by the leading govern- 
ments of the world in formulating, authorising, executing and 
controlling their financial programmes. His book is planned with 
reference to these successive stages in the process of determining 
the related measures of public income and outlay. Fiscal pro- 
cedure is shown to be intimately bound up with particular con- 
stitutional, and other less openly recognised, limitations of political 
organisation, with serious consequences for the substance as well 
as the technique of the economics of government. 

Where does, or should, initiative and responsibility rest for 
preliminary estimates, for legal sanction, for final audit of the 
Budget? How are the duties of the many agencies that are 
inevitably concerned with the handling of public monies best 
distributed and co-ordinated ? What is the most useful degree of 
elaboration of the Public Accounts? The answers to these large 
questions must always depend upon the character of established 
institutions in any given country. But in his brief historical 
outline, and in his widely-informed survey of actual present-day 
practice, Mr. Buck brings out certain general aims and conditions 
of sound budgeting which no government can afford to neglect. 
Economists may wish that the argument were closer on difficult 
problems such as the balancing of budgets over a period of years 
rather than annually, or the separation and appropriate com- 
position of current and capital account, or the proper province 
and scope of continuing as against yearly sanction of revenue and 
expenditure. But on these controversial points, as indeed 
throughout his discussion, Mr. Buck sets out with judicious 
quotation the various views held by eminent authorities; and 
those who choose to follow up any special matter may readily 
do so with the aid of an admirably selected bibliography. 

Every present and intending statesman and civil servant the 
world over, who commands simple English, will do well to read 
this comprehensive and scholarly introduction to the art of 


fiscal administration. 
M. Tapran HoLtonp 
Girton College, 
Cambridge. 


Canadian Anti-trust Legislation. By Joun A. Batu, Jr. (Balti- 
more: The Williams and Wilkins Company. 1934. Pp. 
vii+ 105. 9s.) 


In 1888 a Parliamentary Committee found evidences of com- 
bination in Canada. Nearly fifty years later another Parlia- 














ES el lc —S (CC ae 





1935] BALL: CANADIAN ANTI-TRUST LEGISLATION 569 


mentary Committee (now the Price Spreads Commission) has been 
investigating problems which still arise from lack of effective 
competition, and this despite a series of experiments in the control 
of combination in the interval. 

The first Act (1889) “‘ for the prevention and suppression of 
combinations formed in restraint of trade’ by criminal prosecu- 
tion proved inefiective. Supplementary provisions for tarifi 
reduction and licence revocation were scarcely used. New 
legislation in 1910 introduced the principles of preliminary 
investigation and publicity. Legal penalties applied only if a 
combine persisted in offences condemned by the Board of Investi- 
gation. War-time price control preceded two Acts in 1919 which 
established a permanent Board of Commerce to administer the 
new Combines and Fair Prices Act. The Acts were declared 
unconstitutional. The present Combines Investigation Act (1923) 
provided for a permanent Registrar; for investigation by Com- 
missioners though not for adequate publicity; and for judicial 
proceedings and penalties for past (not merely continued) detri- 
mental combination. The Privy Council has upheld this Act. 

Mr. Ball’s account of these successive measures and the action 
taken under them provides a timely digest of material hitherto 
available only in scattered articles, judicial proceedings or blue 
books. He describes the many problems of procedure and 
alternative penalties ; of legislation halting between the ineffective 
and the oppressive; of legal and constitutional uncertainty (such 
as that raised by the case now before the Privy Council). 

He concludes with enthusiastic commendation of the Act of 
1923. In his praise he neglects two fundamental difficulties of 
anti-trust legislation which Professor Pigou pointed out.! First, 
attempts to compel artificial competition provide no cure for 
*“‘ detrimental”’ combination. Secondly, what test should be 
applied to discover what types of combination are detrimental ? 
That the dangers of modern monopoly cannot be met by anti- 
trust legislation such as the existing Act, Mr. Ball in effect admits : 
“Canada has not entirely (sic) escaped the movement towards 
elimination of competition under governmental supervision.” 
The Report of the Price Spreads Commission drives home the 
point in recommending drastic changes and additions to the 
law. 

I. M. Biss 


University of Toronto. 


1 The Economics of Welfare, Part II, Chap. xxi (third edition). 
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Ending the Unemployment and Trade Crisis by the introduction 
of Purchasing Certificates and the Establishment of an 
International Clearing System. Edited by EpGarp Mitnavup. 
(London : Williams and Norgate, Ltd. 1935. Pp. 354. 5s.) 


THIS is a voluminous sequel to the two previous books, A 
Gold Truce and Fresh Work, Fresh Markets, in which Professor 
Milhaud outlined his proposals for curing the present depression. 
In support of these proposals, he has now collected together an 
international team, consisting of three Germans, one Rumanian, 
and one American, who contribute a number of essays on the 
domestic and international aspects of the Milhaud proposals. 
The book also contains a number of Appendices which deal 
with several economic experiments, including, in particular, 
an exposition of ‘‘ Phipsonism ” and the Homecroft scheme by 
Professor J. W. Scott and several articles on the ‘‘ Woergl ” 
experiment. 

Professor Milhaud has the misfortune of being sufficiently 
orthodox to be regarded as a “ theoriser ”’ by his fellow monetary 
reformers, and he is sufficiently bold to be regarded as a dangerous 
reformer by his fellow economists. He believes in the Gold 
Standard, and he is opposed to autarky. He is also opposed 
to the flotation of large government loans for the financing of 
public works, and he does not claim that monetary devices can 
solve all economic and social problems. 

On the positive side, however, his proposals are less simple. 
Their essence appears to be the creation of purchasing certificates, 
or “‘ goods warrants,” both for domestic and for international 
purposes, with, for the latter, the establishment of an inter- 
national clearing system. On the domestic side, the plan is 
very much akin both to many “ self-sufficiency ’’ schemes and 
to the “free money ” proposals of Silvio Gesell. One gathers 
that these “ goods warrants ”’ would, in practice, be issued by 
certain large groups—railways, house-owners’ associations, ete.— 
in payment for the goods which they buy, and that they would 
then be accepted by them in payment for rents, freights, etc. 
Some of the authors also appear to be very much impressed with 
the schemes tried in Germany during the last few years for 
stimulating employment by the issue of tax-remission certificates, 
and for increasing consumption through purchasing certificates 
and credit notes issued to newly-married couples. But they 
fail to point out that little success, if any, has attended these 
schemes in Germany. 
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The glorified barter arrangements suggested for international 
transactions appear somewhat naive in view of our experiences 
of the last few years with “‘regulated’’ trade. The workings 
of the different ‘‘ compensation’ and clearing arrangements 
now in force between so many countries do not increase one’s 
confidence in this particular type of planning. It is a sad com- 
mentary on the present situation that able and well-intentioned 
people should have to ransack the lumber-rooms of mercantilism 


for “‘ progressive ’’ proposals, 
Erich Rou 


University College, 
Hull. 


Wisdom and Waste in the Punjab Village. By M. L. Daruinea. 
(Oxford University Press. 1934. Pp. xv + 368. 12s. 6d.) 

Banking in India. ByS.G. Pananprkar. (London: Longmans, 
Green. 1934. Pp. 334. 13s. 6d.) ‘ 


Mr. DARLING continues the method of “ Rusticus loquitur,” 
giving us in diary form the observations of a trained administrator 
on rural life in the Punjab. He has an eye for everything, but 
a special eye for co-operation, in which in India Mr. Calvert and 
he are leaders. 

The book takes its name from a comment on p. 347: “In 
the Punjab the village is still a living organism, as full of wisdom 
as of waste and as much illuminated by the old light as any 
town is by the new.” And he has already observed, “there 
is an underlying equity in unsophisticated village life which the 
modern individual town might envy.” The book is divided into 
260 pages of diary and some 90 pages of general summary, under 
such titles as: ‘‘ The Village Servant,” “The Village Woman— 
Custom and Change,” ‘‘The Fall in Prices,” ‘‘ Education,” 
“Reconstruction.” The tone is one of sober hope, based on 
sympathy and knowledge. It is very fresh. The tours were 
made on horseback, and not by car, in the winter of 1930-31, and 
at relevant points, e.g. the scarcity of 1934, the account is brought 
up to date (p. 204). Our one reproach is that these fine servants 
of the Punjab write so much that is good, that we know as much 
of the Punjab as of the rest of India ! 

One can only hope to reproduce the quality of the book by 
giving a few of its dicta: ‘‘ A less satisfactory effect of the canal 
is the lowering of the age of marriage.” ‘Till the beginning 
of this century cash played the most limited part in village life.” 


‘““The army is the salvation of the people, disciplining tempers, 
No. 179.—vo.L. XLv. PP 
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widening minds, and raising standards all round.” ‘‘ The feeling 
for religion is the sacred thread that all India wears.”’ All these 
and many others that might be quoted are apposite to the context, 
which provides some telling examples. We are accustomed to 
think of the peasant as miserably poor, but till recently he was 
able to afford £75 for a circumcision (borrowed, no doubt): to 
imagine him under the heel of the money-lenders, but in 1930 
in the Punjab alone 34 were made away with. There are some 
important examples of co-operation applied to sale, e.g. cotton ; 
and we are brought back to Mr. Darling’s original work, The 
Punjab Peasant in Prosperity and Debt, when he reminds us once 
again that saving, instead of borrowing, to spend would soon 
change the face of rural India. This perhaps explains the deter- 
mination of the central government of India to balance its budget 
at all cost. 

Dr. PANANDIKAR sets himself a very different task. His book 
is based on what he rightly calls “the authoritative and ex- 
haustive banking inquiry of 1929-31,” the central as well as the 
provincial Reports and Evidence, 20,000 pages of print. \ His 
arrangement is good: rural finance, industrial finance, and 
finally the Imperial Bank of India and the new Reserve Bank. 
The historical introduction is colourless, and it is a pity that he 
does not expand on p. 332 his reference to the “fallacies about 
the extent of hoarding.” The book is not analytical, but it is 
exhaustive. An apparent objectivity of treatment is somewhat 
marred by an obvious leaning to Indian grievances. The case 
against the Exchange Banks seems to be that they succeed not 
only on their merits, but because they favour their friends. But 
is it not simply that they do business where business is safest ¢ 
An English reader would like a fuller reference to the “‘ Swadeshi 
movement ”’ (p. 11). However, the author has fully mastered 
his material, and it was his duty, perhaps, to emphasise the 
Indian case. 


C. R. Fay 


Cambridge. 
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NOTES AND MEMORANDA 


NATIONAL INCOME AND EXPENDITURE AND THE MEASUREMENT 
OF SAVINGS 


THE measurement in terms of money of the national income 
received in a calendar year, and the measurement of the national 
outlay for the same period, have both been the subject of close 
statistical study, and in the Economic Journat for March and 
September 1934 Mr. Colin Clark and Mr. Feavearyear, who have 
worked on income and expenditure respectively, attempted a 
reconciliation between their totals for the year 1932. The 
comparison raised some puzzling questions, which have since, 
with the help of Mr. Clark and Mr. Feavearyear, been further 
probed in the light of later information. 

At first sight the theory suggests itself that any amount by 
which the income of a period exceeds the outlay for the period 
must represent the amount saved in that period, and both Mr. 
Clark and Mr. Feavearyear accepted, at the time of their previous 
examination of the subject, the view that saving might be a 
balancing item in the calculation. On further consideration, 
however, it is clear, and they agree, that on Mr. Clark’s definition 
of income it is not possible that the total income of any period 
should exceed the total expenditure of the period, or include any 
sum representing saving in the sense of purchasing power with- 
held from use, though it may include saving in the sense of money 
devoted to the purchase of “ capital’ as distinct from “ con- 
sumption ” goods. Any apparent discrepancy, therefore, between 
the totals of income and expenditure on the side of an excess of 
income over expenditure can only be explained by an under- 
estimate of expenditure (apart from the effects of any time-lag 
in the process of expenditure becoming income). 

The definition, slightly abbreviated, runs as follows :—“ The 
national income for any period consists of the money value of 
the goods and services becoming available for consumption 
during that period, reckoned at their current selling value, plus 
additions to capital . . . minus depreciation and obsolescence 
... and adding the net accretion of... stocks.” In other words, 
it represents the market value of new goods and services as they 


reach the final consumer, the whole of such market value be- 
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coming income in the hands of somebody, as wages, salaries, rent, 
interest, or the net profit remaining after these charges are paid. 
The income must therefore be equal to the total expenditure on 
such goods and services during the period in question because it 
is that expenditure which brings it into existence. In so far as 
the expenditure is in kind (e.g. some of the outlay on domestic 
service), an estimated item has to be added, but this does not 
affect the balance, since it must appear on both sides of the 
calculation. 

On the other hand, though national income cannot be greater, 
it may very well be less, than the total outlay during the given 
period. Such outlay includes payments to the Government 
(in the form of direct or indirect taxation or insurance contri- 
butions) which are not entirely payments for services, but may 
effect the extinction of debt, in which case they do not become 
income at all, or may represent the mere transfer of income from 
one set of persons to another—.e. from the taxpayer to the 
pensioner, the recipient of national debt interest, or the recipient 
of insurance benefit. Receipts of this kind are excluded from the 
national income as above defined, and a deduction in respect of 
them must be made from the outlay side of the calculation if a 
balance is to be effected. 

On one side of the calculation, then, will be the various items 
of expenditure enumerated by Mr. Feavearyear on p. 45 of the 
Kconomic JouRNAL for March 1934, but excluding (1) his figure 
for “saving,” except in so far as it represents expenditure on 
new values, and (2) taxation, direct and indirect, and rates, 
except in so far as these represent payments for services rendered 
by the Government or Local Authorities, or their agents, and so 
generate income. On the other side will be wages, salaries, profits, 
rent and interest, as compiled from the income tax and wage 
statistics. If the various estimates are sound (the margin of 
error must, of course, be considerable) the figures should be in 
approximate agreement. A considerable discrepancy means, 
not that some of the income is “saved,” or that some of the 
expenditure has been made out of previous savings, but that 
some item is missing, or has been wrongly estimated, on one side 
or the other. 

We can now look again at the figures which were discussed 
in 1934. Mr. Feavearyear’s total for outlay, including “saving,” 
direct and indirect taxation and employees’ insurance contri- 
butions, was £3,662 m. Mr. Clark’s total national income was 
£3,620 m., but this included an addition in respect of employers’ 
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rates and social insurance charges to the amount actually assessed 
as income. 

It was clear that we must deduct from Mr. Feavearyear’s 
figure (a) that part of his “saving” which does not represent 
expenditure (£82 m.) and (b) that part of taxation which re- 
presents the transfer of income rather than payment for new 
values (Mr. Feavearyear himself proposed to deduct this amount, 
which he put at £567m.). On the other hand, it appeared that we 
had to add the estimated expenditure in cash or kind on domestic 
service, which is excluded from his calculations but included 
in Mr. Clark’s. This was put by Mr. Clark at £120 m. Even 
assuming, as Mr. Clark did, that Mr. Feavearyear’s total was 
£160 m. too low in respect of retail transactions, and reducing 
Mr. Clark’s total by the “ rates and social insurance ”’ item, there 
still remained a discrepancy of over £100 m. between the two 
results. 

Certain figures have now become available which are accepted 
by Mr. Feavearyear and bring reconciliation much nearer. It 
appears that the addition in respect of under-estimate of retail 
transactions should have been not £160 m. but £200 m., while the 
expenditure on domestic service is now put at £150 m. In addition, 
certain items omitted on the expenditure side have to be added : 
£20 m. fees to Local Authorities for parks, street works, educa- 
tional facilities, etc.; £25 m. for private education; £25 m. for 
the services of hotels and restaurants other than cooking and 
serving food. With these additions and some other slight modi- 
fications which Mr. Clark has suggested after an examination 
of the new data, we reach the following figures for expenditure 
by final consumers : 


Consumption expenditure including indirect taxation and rates . £3,477 m.! 
Direct taxation ‘ p : ‘ ‘ £405 m. 
Capital or investment expenditure : : 5 ; : . £109 m. 
Insurance payments by employees. ‘ ‘ : : 2 £42 m. 
£4,033 m. 


Mr. Clark now estimates the national income for 1932 (ex- 
cluding employers’ rates and social insurance) at £3,420 m. 
The difference, if the above arguments are sound, must represent 
that part of the national expenditure which does not generate 
income—.e. taxation, rates and insurance contributions which 
become “ transfer” incomes-or are used to extinguish debt. 


1 About £270 m. more than Mr. Feavearyear’s corresponding figure after 
domestic service was allowed for. 
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Mr. Clark has calculated that of the £1,020 m. which consti- 
tuted the revenue of the State and Local Authorities for the year 
in question, £74 m. were added to sinking funds, £545 m. (as against 
Mr. Feavearyear’s previous estimate of £567 m.) became “ transfer” 
incomes, and theremaining £401 m. represented the value of services 
performed. £40 m. of this was, however, covered by Government 
revenue other than the current compulsory expenditure, so the 
amount of such expenditure which became income through 
payment for public services is £361 m. The amount to be deducted 
from the expenditure of the year in order to arrive at the income 
of the year is thus £980 — £361 m. or £619m. Taking this from 
our total of £4,033 m. we arrive at a final relevant expenditure 
total of £3,414 m., a result so near to the estimated income total 
of £3,420 m. as to constitute a very useful confirmation of the 
calculations by which Mr. Clark has arrived at it. 

The figures can conveniently be set out as follows for com- 
parative purposes : 


National Outlay by Final Disposal of Outlay. 
Consumers, 1932. 
£ £ 
Consumption expenditure Salaries, wages, interest and 
(including indirect taxa- profits . : ; - 3,380 m. 
tion included in the price Government income . < 40 m. 
of commodities, and rates) 3,477m. Transfer incomes (pensions, 
Capital or investment ex- insurance’ benefits, na- 
penditure : : is 109 m. tional debt interest) - 545m. 
Direct taxation : - 405m. Payments to sinking funds 
Insurance payments . . 42 m. from Government and 
Local Authorities’ revenue 74 m. 
4,033 m. 4,039 m. 
Part of above outlay which Income (in Mr. Clark’s sense). 
became income. 
£ 
Consumption expenditure Salaries, etc. . . - 3,380 m. 
less indirect taxation and Government income . . 40 m. 
rates (£533 m.) - - 2,944 m. 
Capital expenditure . : 109 m. 
Money value of services ren- 
dered by public authorities 
in return for compulsory 
payments ° . : 361 m. 
3,414 m. 3,420 m. 


It is apparent from this presentation of the matter that the 
savings of the period, in the sense of money not spent on anything, 
have no place in the calculation. It is spending, and spending only, 
which creates the national income; saving is only an unrealised 
potentiality of spending. Deliberate abstention from spending 
by some people results in others not having the means to spend, 
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and there is no way of measuring the amount by which the 
national income has been reduced by such involuntary abstention. 
Myra CurRTIS 





OvutTruT PER HEAD IN GREAT BRITAIN, 1924-33 


THE publication of the Final Report of the Census of Pro- 
duction enables us to make a statistical study of changes in out- 
put per head between 1924 and 1933. The study is divided into 
two sections; the first a compilation of an index of output per 
head on the basis of the Census for the years 1924 and 1930, 
and then an attempt to compile an annual index of output per 
head for the years between 1924 and 1930, and 1930 to 1933. 

In the calculation of the 1924-30 Index of Production, the 
physical quantity method of production as contained in the 


[2(§2) 70-20, 


d EV ».2(§°) V, 


has been used. On this basis a final? index of production for 
all industry of 109-8 and for manufacturing industry alone of 
112-3 for 1930 (1924 = 100) is arrived at. To obtain an index 
of output per head this index of production is related to an index 
of employment. The following table gives the result of such a 
calculation. 








formula 


TABLE [| 


Output per Head in British Industry, 1930. 1924 = 100. 


(a) = All Industry (Manufacturing and Mining). 
(6) = Manufacturing only. 

















| 
Pro- Employment! | Output per All Output per | Employed} Output per 
duction Operatives Head per | Employed} Employee (Ins. | Employee 
(Census). (Census). Operative. (Census). (Census). | _ figs.).? | (Ins. figs.). 








@ | @ 6% |@ ®|@ ®©|@ ®©|@ ®|@ & 
109-8 1128 96:0 100-0 | 114-4 112-3 | 96-6 100-4 | 113-7 111-6 96-1 100-6 | 114-3 111-6 
1 Short time is to a certain extent taken into account in this figure, since the Census of Pro- 


duction returns are compiled as an average for a particular week, and the Ministry of Labour 
figures on a particular day in the month. 


3 This figure has been compiled from the number insured and unemployed for Great Britain 
only. The number insured for Great Britain appears every year not in the Ministry of Labour 
Gazette but in the Annual Report of the Ministry of Labour. 

Since one may justifiably presume that working below capacity 
and short-time working had increased in 1930 relatively to 1924, 
4 Q, = quantity in 1924. V, = net output in 1924. 
Qa, = 7a in 1930. Vy = pe in 1930. 








’ This formula is used not only in weighting the main industrial groups, but also for 


the different sections and commodities wherever quantity statistics are available. 
2 The indices for separate industries have been compiled and are available to 
anyone interested. 
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one can deduce from this table that the lower margin of an index 
of output per operative in all British Manufacturing and Mining 
Industry for the year 1930 was 114 (1924 = 100). This increase 
was to a small extent counterbalanced by an increase in the 
relative importance of the administrative and technical staff 
which was attached to industry, bringing down the output per 
wage-earner to about 113-5. 

How does this compare with results we would expect from the 
Board of Trade index of Production and the Ministry of Labour 
figures of Employment? As we can see from the table given 
above, the Employment figures are almost the same according 
to the Insurance Statistics and the Census, so that any difference 
will be in the Production index. The Board of Trade index 
for 1930 (1924 = 100) is 106-3 and 103-3 for manufacturing and 
all industry respectively as compared with our index of 112-3 
and 109-8. This difference is partly due to the fact that not 
all industries covered by the Census are covered by the Board 
of Trade index. Another index has therefore been compiled on 
the basis of the Census returns which includes only those industries 
covered by the Board of Trade index. This gives a figure of 
104-6 1 (All industries) and 107-01 (Manufacturing). Relating 
this to an appropriate figure of employment we obtain an index 
of 115-7 and 112-6 of output per head for all industries and manu- 
facturing industries respectively. For production not covered 
by the Board of Trade index the figures of production and output 
per head are 119-1 and 110-4 respectively. This shows that 
although production included under the Board of Trade index 
has been increasing less quickly than that not included, yet output 
per head has increased more in industries included than those 
not included. 

With the knowledge that the Board of Trade index does not 
fully represent changes in production throughout the whole of 
industry we can now attempt to compile a yearly index of output 
per head. The employment figures used are those compiled from 
the Statistics of the Ministry of Labour. Since, however, these 
statistics cover the whole of industry,? they must be adjusted 
to cover only the sphere of industry covered by the Board of 


1 The disparity between these and the Board of Trade indices of 103-3 and 
106-3 is obviously to a great extent due to differences in methods of weighting. 
The Board of Trade index is weighted according to 1924 net outputs. This 
method over-weights the industries which declined between 1924 and 1930 and 
under-weights those which expanded, giving a final figure which is too low. Our 
index, however, takes into account net output both in 1924 and 1930. 

2 With a few exceptions. 








lex 
ing 
ase 
she 
aff 


er 


ur 


=~ Eh 6S Uo 





1935] OUTPUT PER HEAD IN GREAT BRITAIN, 1924-33 579 


Trade index. Mr. Colin Clark in his estimate of yearly changes 
in output per head ! excluded building, the distributive trades, 
banking, commerce and transport, and then used the resulting 
employment figure to compile an index of output per head. 
This method is unsatisfactory, for, as we have seen, the industries 
and sections of industries not covered by the Board of Trade 
index have increased their production more rapidly than those 
included. In our index, therefore, we have excluded all sections 
from the employment index which are not definitely covered 
by the Board of Trade index.? As a basis of comparison with 
this, Mr. Clark’s estimate is given and also our estimate on Mr. 
Clark’s basis of estimation. 


TABLE II 
Annual Index of Output per Head. 1924 = 100. 





- 








: II. III. 
Employment Index in- Employment Index ex- | 
cludes only those sections | cludes Building, Banking | Clark’s 
covered by Board of and Commerce, Transport | Estimate. 
Trade Index. and Distribution. | 
a) |) (a) 6) | 
Manu- Manu- Manu- 
facturing Manu- facturing Manu- | facturing 
and Mining. | facturing. | and Mining. | facturing. | and Mining. 
1924 100-0 100-0 100-0 100-0 | 100-0 
1927 109-9 107-3 106-7 105-7 106-4 
1928 110-1 106-4 106-2 104-7 | 106-4 
1929 115-1 111-7 111-0 109-4 110-0 
1930 116-7 113-4 110-5 108-8 | 
1931 117-1 113-5 108-7 106-5 
1932 117-5 112-6 109-1 106-5 | 
1933 120-2 115-4 111:3 109-1 | 

















The difference between I and II confirms what we found 
earlier; that production outside the Board of Trade index has 
been increasing more than that included, so that any index of 
output per head which does not rigidly exclude from the Em- 
ployment index all sections not covered by the Production 
index will give an index much too low. The error is one which 
increases yearly, because it is not just an accidental difference 
in one particular year, but an ever-widening difference. 

1 Economic JOURNAL, September 1931, p. 357. 

2 For example, in the case of the Iron and Steel industry the Production index 
covers only Pig Iron, Iron and Steel Smelting, Tin Plates and Wire, whereas the 
Ministry of Labour figures cover the further categories of Iron and Steel Tubes, 


Heating and Ventilating, Stove, Grate and Pipe; and General Iron-Founding. 
These are excluded in the Employment index of Table I. 
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Finally, to sum up our findings, we may conclude that output 
per head in all manufacturing industry increased by at least 
14 per cent. between 1924 and 1930, that this estimate is likely 
to be too low, since there is likely to have been more working 
below capacity in 1930 than in 1924; that in the sphere of pro- 
duction covered by the Board of Trade index output per head 
increased between 1924 and 1930 by about 17 per cent., and 
between 1930 and 1933 by at least another 3 per cent. (of 1924). 

It will be noticed that these estimates, even though they are 
likely to be too low, are considerably higher than the general 
figures which are usually given in connection with discussion of 
the relation between the height of wages and changes in labour 
costs, and the changes in the technical efficiency of British 
industry relatively to changes in other countries. In the light 
of these figures many statements on these two subjects would 


have to be revised. 
E.ty Drvons 


Economic Research Section, 
Victoria University of Manchester 





A FUNDAMENTAL OBJECTION TO LAISSEZ-FAIRE 


THE presumption in favour of laissez-faire arises from the view 
that a given total of productive resources will yield under free 
conditions the maximum of social benefit, measured by the 
aggregated utilities to consumers of the commodities produced. 
There are serious objections to the notion of aggregating utilities 
and to the notion of utility itself, but a very serious, though very 
simple, objection to the presumption in favour of laissez-faire 
arises after the notion of utility has been accepted. 

To rule out the well-known exceptions, let us consider an 
economic system in which each market is perfect, in which there 
is free mobility of resources, and no “external diseconomies ”’ 
such as the smoke nuisance. In such a system, if price is every- 
where equal to marginal cost, the optimum amount of each com- 
modity is produced. Price is taken to measure marginal utility, 
and where marginal utility and marginal cost are equal, satisfaction 
is at a maximum. But the marginal principle only serves to 
show how much of each given commodity should be produced. 
It cannot throw light upon the question of what commodities 
should be produced. In order to decide whether a certain com- 
modity ought to be produced at all it is necessary to know whether 
its total utility exceeds its total cost. This condition must be 
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satisfied by all those commodities which are in fact produced. 
Their average cost cannot be greater than their price, which 
measures their marginal utility, and a fortiori cannot be greater 
than their average utility. And the case in favour of laissez- 
faire rests upon the assumption that all commodities which it is 
profitable to produce will be produced. But this condition, though 
necessary for the maximisation of aggregate utility, is not sufficient. 
There are a large number of commodities which it is not in fact 
profitable to produce, of which the average utility would exceed 
the average cost. 

The choice of what commodities to produce should be made, 
not by applying the criterion of marginal utility (price), which 
only serves to regulate the ideal amounts of output, but by 
applying the criterion of total utility. An all-wise dictator, to 
whom every utility function was known, could increase the social 
benefit derived from given resources by revising the constitution 
of the set of commodities produced under perfectly laissez-faire 
conditions. 

The contention that laissez-faire fails to maximise total utility, 
by failing to provide the ideal selection of commodities, is by no 
means new. It is implicit in the admission of a well-known 
exception to the presumption in favour of laissez-faire. It has 
always been held that in certain conditions a commodity which 
could not be produced by a monopolist charging a single price, 
will be produced, to the social benefit, if a sufficient degree of 
discrimination happens to be possible. A doctor in a sparsely 
populated district could not practise unless he were able to 
charge high fees to his richer patients and low fees to his poorer 
patients. If he were compelled to work at a flat rate, and were 
therefore obliged to give up his practice, there would clearly be a 
social loss. The well-known argument runs thus: Even when 
discrimination obtains, the receipts of a monopolist cannot at 
greatest exceed the total of utility due to his product. If his 
total costs are not greater than his total receipts it is desirable 
that his commodity should be produced. For if he were to with- 
draw from business, the factors of production released from his 
product would be added at the margin to all other commodities, 
so that the total of additional utility from other commodities 
could not exceed the loss of utility from the commodity which 
had disappeared. This familiar case is an illustration of the 
presumption that (unless perfect discrimination is everywhere 
possible) laissez-faire will fail to provide the ideal selection of 
commodities. 
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The objection may be raised that this criticism upon a laissez- 
faire system is not after all of much importance, since it applies 
only to cases in which average costs are falling. A commodity 
which it is not profitable to sell at a single price, but which it is in 
the interests of society to produce, must be such that its average 
cost curve everywhere lies above its marginal utility curve, but 
somewhere lies below its average utility curve. On the assump- 
tion that the average utility of commodities always falls as the 
amount consumed increases, thit condition can be fulfilled only 
if average costs are also falling. It follows that for no commodity 
of which average costs are constant or rising for all outputs will 
production fail to be profitable if it is socially desirable to produce 
it at all. But every commodity must have falling average costs 
for small outputs. There must therefore be a large number of 
non-existent commodities which would be introduced under an 
ideal distribution of social resources, and it does not follow, because 
the ideal output of each would be small, that in the aggregate they 
would be unimportant. The service of a doctor is only one 
example of innumerable commodities which, in an ideal economy, 
would be introduced, each to a small extent, wherever population 
is sparse, or incomes, tastes and habits are diversified. The fact 
that the new commodities must necessarily each be produced 
under conditions of monopoly would merely create fresh examples 
of an already well-known class of cases in which interference with 
laissez-faire is necessary to produce ideal conditions. 

This discussion is conducted without prejudice to the question 
whether maximum social utility is a legitimate conception. 

Joan ROBINSON 





OFFICIAL PAPERS 


Report of the United Kingdom Sugar Inquiry Committee 1935. 
(H.M. Stationery Office. Pp. 123. 2s.) 

British Sugar Beet—Ten Years’ Progress under the Subsidy. By 
A. Bripersand R. N. Drxry. (Oxford University Agricultural 
Economics Research Institute, 1934. Pp. 92. 2s. 6d.) 


THESE two publications are complementary, and in no sense 
competitive, and together they provide a body of material con- 
cerning the British Sugar-beet Industry which is probably as 
complete as can at present be compiled. The latter was published 
towards the end of 1934, and was thus available to the Greene 
Committee towards the end of its labours, while both the authors 
presented memoranda to that Committee and were orally 
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examined. Nearly half the pages of their little book are occupied 
by a detailed compilation of the costs and returns of growing 
sugar beet from 1924 to 1932, and it is here especially that they 
supplement the Greene Committee’s Report, which reproduces 
and accepts their final summary figures, but gives little or none 
of the detail—detail which must be invaluable for intelligent 
farmers and agricultural economists, but which is not directly 
relevant or necessary for the Greene Committee’s main purposes, 
and is therefore legitimately omitted. Messrs. Bridges and Dixey, 
however, have asection on “ The Effect of Sugar-beet on Farming ” 
which is well worth the attention of the more numerous body 
who should read both the reports of the Greene Committee ; 
for on this aspect of the whole problem there is some difference 
of opinion and emphasis between the majority and minority 
reports. In particular, in discussing the additional agricultural 
employment created by the sugar-beet industry, in neither 
report is the point sufficiently emphasised that such employment 
has only served to reduce the decline in agricultural employment, 
which would otherwise have been still greater than it has been, 
but has not created a positive increase in the numbers employed. 

It is inevitable that the Greene Committee’s Report should 
rather eclipse the earlier and more limited investigations of the 
Oxford Agricultural Economics Research Institute, but how 
thankful the Greene Committee must have been to be able to 
enter into the results of their labours, though the Committee 
rightly feel the need for a still greater knowledge about the 
supply curve of the crop. Turning now to the Greene Committee’s 
Report, the reviewer is faced with no easy task. To sum- 
marise the findings as to facts is almost impossible, for the relevant 
facts range not only over the agricultural and the manufacturing 
sides of the English sugar-beet industry and the English refining 
industry, but inevitably also over the whole of English agriculture 
and the world sugar situation. To attempt to compare the argu- 
ments of the Majority Report with the counter-arguments of the 
Minority Report seems futile unless the reader is familiar with the 
mass of facts on which these arguments are based. The most useful 
service which a reviewer can do seems to me to be to offer certain 
general reflections on the reports and the situation created thereby. 

In the first place, these Reports are undoubtedly genuine, 
in the sense that the authors clearly approached the subject 
with the least possible conscious bias: this inquiry has been 
no “put-up job” by a Government, or Government depart- 
ments, already determined on a change of policy. There is a 
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real attempt to get at the facts and all the facts, and look them 
squarely in the face: the only criticism on this score is that the 
Committee might have paid more attention to the world sugar 
situation, and in particular to the costs and conditions of supply 
in the exporting countries. They probably felt that to attempt 
to secure such information was beyond their scope and powers, 
and that the results would inevitably be too indefinite to affect 
their main conclusions, but it is rather disturbing to find so little 
information as to the normal long-period costs of cane-sugar 
production in Java, Peru, San Domingo or Cuba, and what 
there is, so contradictory. Again, there is, especially in the 
Minority Report, more than a hint of failure to realise that the 
‘‘ grossly inferior labour conditions” in these countries are to 
a large extent the direct result of the policies of this and other 
consuming countries. But on the whole the report is a sincere 
and able attempt to grapple with a most difficult problem, and 
as such it is worth the close attention of every economist and 
every taxpayer. 

Secondly, it is clear that though considerable technical pro- 
gress has been achieved during the last ten years, the British 
industry cannot maintain its present position without a substantial 
long-period subsidy, and the fundamental justification for the 
continuance of the subsidy is as a measure of relief and support 
for British agriculture: other arguments are admitted by the 
Majority Report, and still others are pressed in the Minority 
Report, but all three members of the Committee would, I think, 
admit that this is the crux of the problem. The Majority Report 
takes its stand on the belief that the subsidy is ‘‘ extravagant, 
haphazard and inequitable’: extravagant because the farmer 
does not receive the whole of it; haphazard because it goes 
mainly to those farmers who happen to farm near the spot where 
a sugar factory happens to have been established; inequitable 
because it helps largely one kind of farming, arable, when other 
kinds are almost equally in need of help. But the Minority 
Report makes some shrewd observations in reply, and the un- 
biassed reader may well feel that the arraignment of the Majority 
Report is not as well founded as it might be, especially as it 
clearly envisages that some other very substantial measure of 
relief should be given, and therefore its criticism is not against 
subsidies to British agriculture in general, but against this 
particular subsidy. Thus the issue really has to be judged 
on less specific grounds, and consequently much depends on the 
general economic attitude of mind and economic outlook of the 
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judges. Arguments which seem conclusive to Mr. Lloyd leave 
his colleagues cold, and so it will be with the readers of their 
reports. Given knowledge of a man’s general attitude towards 
our economic affairs at the present time, one might forecast 
fairly accurately whether he will, after reading, support the majority 
or the minority of the Greene Committee, even though he had no 
previous conclusions on the matter. 

Thirdly, there is another aspect of the whole matter which 
receives but little consideration even in the Majority Report. 
The case against the subsidy ought not to be argued solely in 
terms of specific advantages or disadvantages to Great Britain : 
there is also the general world and international point of view. 
If the Committee had devoted more attention to the world 
situation, they would have brought into much clearer relief the 
insane character of the arrangements which the world as a whole 
has built up for its sugar supplies, how it has deliberately pre- 
ferred “‘ to grow grapes in Scotland,” and how cruelly and effec- 
tively the countries of cheapest production have been ruined. 
The arguments that Great Britain is not more insane than other 
countries, or that whatever is done about the British sugar-beet 
industry will not make much difference to the world situation, 
are not really true, and are certainly most dangerous. In this 
matter of its sugar-beet industry, Great Britain has a chance to 
strike a real blow at the whole principle of economic nationalism, 
and in particular to give the world a lead in reorganising its 
sugar supplies on lines which are dictated not merely by the 
doctrinaire-economist, but by sheer every-day common-sense. 
The neglect of this aspect of the whole business is the greatest 
weakness in the Greene Committee’s report: even they have 
largely failed to realise that they are the inmates of an asylum, 
and that their most pressing duty was to realise this, and to 
make the British Government and the British public realise it 
also. 

There wiil, of course, be some hard fighting as the result of 
this Report. The position of the refining industry is discussed 
with studied care and fairness, but, even so, the reader will feel 
that action of some sort is urgently required. The Majority 
Report has obviously no tender feelings towards the factory 
companies, but if the Committee’s scheme of amalgamation 
and public control is put into operation, the shareholders may 
still feel that, with a final real effort at bargaining, they may 
yet have made a satisfactory investment. The case which the 
Committee make out for the necessity of a very complex scheme 
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of control, in the event of a decision to maintain the industry, 
is fairly convincing, but they themselves use as an argument 
against such a decision the very great difficulties of working 
their scheme. For the Government two things seem certain : 
to carry on the subsidy will be to encounter new and more formid- 
able difficulties of administration at every turn; to turn back 
will be nearly, if not quite, as difficult. Meantime the Chad- 
bourne restriction scheme awaits renewal this year. If it is 
not renewed, the situation may well undergo yet another trans- 
formation; while if Great Britain abandoned the beet industry, 
the new Chadbourne agreement might be very different. And 
we thus return to the old moral, that what the world does matters 
vitally to us in Great Britain, and what we do, matters vitally 


to the world. 
J. W. F. Rowe 





A Scheme for an Economic Census of India, with special reference 
to a Census of Production and Re-organisation of Statistics. 
Report by Dr. A. L. Bow ery, Sc.D., Professor of Statistics, 
University of London, and Mr. D. H. RosBertson, Lecturer 
in Economics, University of Cambridge, to the Government 
of India. New Delhi: Printed by the Manager, Government 
of India Press: 1934. 


PRoFEsSOR Bowery and Mr. Robertson were invited in the 
autumn of 1933 to report to the Government of India regarding 
the institution of a Census of Production, the improvement of 
statistics generally, and the organisation of a statistical depart- 
ment. Professor Thomas of Madras, Mr. Ghosh of Bombay, and 
Mr. Fazal of the Punjab Board of Economic Inquiry were at 
the same time asked to co-operate with them. Their Report 
recommends a thorough overhaul of the whole system of statistics 
in India. ‘“‘ Though in some branches careful work is being done, 
and determined efforts made to improve the accuracy and scope 
of information, in others they are unnecessarily diffuse, gravely 
inexact, incomplete or misleading; while in many important 
fields general information is almost completely absent.’’ Apart 
from the familiar deficiencies of the vital statistics, they draw 
attention, to quote but one instance, to the more easily remediable 
inaccuracies of the agricultural figures. While the area sown is 
in most areas fairly closely known, the actual crop is estimated 
by guessing the percentage (in annas) that a given crop represents 
of a hypothetical standard crop. There are large errors possible 
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(and probably in some degree unavoidable) in making the estimates. 
But they are unnecessarily enhanced by further uncertainties 
with regard to the standard crop. When new seeds are employed 
the standard itself is, consciously or unconsciously, raised, and 
the increased yield often does not find its way into the statistics. 
No systematic method of averaging the individual estimates is 
employed when combining those for smaller areas to form the 
estimate for a district. 

There are other surprising omissions. The census of popula- 
tion has not hitherto distinguished between those following a 
given occupation in rural and in urban areas, so that “ we cannot 
tell, for example, how many of the 3,174,000 persons occupied in 
‘cotton spinning, sizing, and weaving’ are in the towns and 
country separately.”” Employers, moreover, are included with 
employed. Thus it becomes impossible to discover the first thing 
that one wishes to know regarding the Indian economic system : 
the amount of work of a non-agricultural kind carried on in the 
villages, and its growth or decline from decade to decade. 

The Committee make various suggestions also for the improve- 
ment or the creation of index numbers of wholesale and retail 
prices, of wages and profits, and for the reorganisation of trade 
and banking statistics. Their main task, however, was to report 
regarding the possibilities of instituting a census of production. 
They have suggested a scheme which would make it possible to 
estimate the national income with sufficient accuracy for the 
purposes for which the knowledge might be required. In brief, 
their scheme consists of a rural survey conducted by the method 
of sampling, taking some two or three hundred villages (according 
to its size) in each province, and making intensive local surveys 
of each of these villages. It is assumed that an investigator 
will be resident in each sample village for a period of twelve 
months, and will record, inter alia, the whole of the products of 
his village in kind, and then attempt to value the kind at village 
prices, or, if sold outside, at market prices less transport cost. 
The rural survey would be supplemented by urban surveys. 
It is suggested that thirty or forty of the larger towns (there are 
only 280 with over 20,000 inhabitants) should be surveyed ; 
that a start be made with surveys of university cities where the 
staff of an economics department can assist, and that a sample 
of further towns of different sizes be added at a later stage. By 
such means it is hoped that reasonably accurate information 
can be secured without prohibitive cost. The goodness of the 
sample can, of course, be tested to some extent by a comparison 
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of inferences from the sample with already existing statistical 
data, as has been done for illustrative purposes in the Report. 

To organise this, and other statistical work, and to interpret 
the results, some sort of staff would be necessary. The Report 
recommends the abolition of the title of Director-General of 
Commercial Intelligence and Statistics, and the establishment of 
a permanent Economic Staff, attached to the Economic Com- 
mittee of the Governor-General’s Executive Council. The staff 
would consist of four members. The senior would act as secretary 
of the Committee. He would be assisted by two Economic 
Intelligence Officers and a Director of Statistics. It is suggested 
that the last-mentioned should be responsible not only for the 
co-ordination of all statistics and the conduct of the census of 
production, but also for that of population, and that the Census 
Staff in future be kept intact instead of being improvised at 
comparatively short notice for each occasion. By this means 
it is suggested that experience may be better utilised, and thought 
given in the light of one census to the improvement of the next. 
But it would be regrettable if this should mean that the brilliant 
and intimate interpretation of official statistics, which has been 
such a feature of past censuses where the officials have been 
men who knew the India of the plains, would be lost in the 
achievement of perfection of tabulation by another permanent 
resident in Simla and Delhi. 

It is perhaps a pity that the authors of the Report have 
allowed the fundamentals of the problem, the urgency of know- 
ledge, the extent of present ignorance, and the broad lines on 
which it could be remedied, to be overlaid by the minutiz of 
technical details of advice regarding the compilation of hypo- 
thetical data by hypothetical statisticians. Nor is the obscurity 
diminished by a curious inversion of the logical sequence of ideas 
whereby one is invited, following the order of the terms of - 
reference, to start by discussing the staff required to organise 
statistics, which one next proceeds to consider, but which are 
required in their turn for purposes which only emerge in the last 
chapter. The inevitable result is that any except a most deter- 
mined reader will have begun to skip long before he reaches the 
essentials, and may easily pass them by. The Committee have 
surely scaled the highest pinnacle of academic pedantry by 
appending a wholly irrelevant footnote to the last word of their 
peroration. 

But these unimportant blemishes afford a hardly sufficient 
explanation of the treatment that the Report has in fact received. 
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During the period of its preparation a Finance Member “ whose 
precise economic view ” (to quote Mr. James, one of the repre- 
sentatives of Europeans in Madras) “ always remained, after 
some of his most mellifluous speeches, in doubt,” was succeeded 
by a Finance Member concerning whose opinions there has never 
been the faintest ambiguity. ‘‘ He is an unrepentant free-trader, 
and it is crystal clear that he is a disciple of Lord Snowden.” 
In a debate on the Report, after Mr. James and others had urged 
the acceptance of some change in the organisation of Govern- 
ment to meet modern economic needs, the present Finance 
Member described the suggested additions to the secretariat as a 
“brain trust on a small scale,”’ and quoting the now somewhat 
threadbare gibe regarding economists and opinions, laughed the 
proposals out of serious politics. He did, nevertheless, suggest 
for consideration the creation of a post of Economic Adviser to 
the Government of India, analogous to that held by Sir Frederick 
Leith-Ross in this country. ’ 

But even the extremest advocates of laissez-faire have never 
believed in ignorance as a necessary condition of wisdom. Indeed, 
to no class is this country so deeply indebted for its system 
of public statistics as to the academic liberals of a generation 
ago. Whatever may be the attitude of the Government of India 
to the question of the desirability of a digestive or advisory staff 
to facilitate the work of its already existing Economic Committee, 
it is much to be hoped that the Government will bend its atten- 
tion to the more urgent problem of securing that information 
exists whereby the moral and material progress of India may 
be effectively measured, and policy, whether it be public or 
private, determined. 

AvusTIN ROBINSON 
Sidney Sussex College, 
Cambridge. 





Special Committee on Price Spreads and Mass Buying (House of 
Commons, Session 1934): Proceedings and Evidence. 
(Revised and edited.) (Ottawa: King’s Printer. 1934. 
2 volumes. Pp. 1435 and 1420. $2.00.) 

Royal Commission on Price Spreads : Minutes of Proceedings and 
Evidence. (Unrevised.) (Ottawa: King’s Printer. 1934-5, 


65 daily numbers, pp. 5422.) 
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Royal Commission on Price Spreads: Index to Minutes of Pro- 
ceedings and Evidence. (‘This is a joint index to the evidence 
of the Committee and the Commission.) (Ottawa: King’s 
Printer. 1935. Pp. 130. 25c.) 

Report of the Royal Commission on Price Spreads. (Ottawa: 
King’s Printer. 1935. Pp. 506. $1.00.) 


Mr. H. H. Stevens, then Minister of Trade and Commerce, 
speaking on January 15, 1934,! denounced certain unethical 
business practices and abuses of economic power which he alleged 
to be developing to a degree which called for government inter- 
vention. Huge department stores and chain store organisations, 
mass buyers, were destroying the small independent retailers and 
exploiting the small manufacturers. Huge meat-packing estab- 
lishments, mass buyers of beef, were unnecessarily depressing 
the price of beef. Great milling companies were establishing 
chains of bakeries and crushing their independent competitors. 
Sweat shops in the clothing industry were demoralising legitimate 
business which attempted to maintain decent labour standards. 
This speech raised cries of protest from the department stores, 
meat-packers and others, but it also let loose a flood of complaints 
from those injured in the competitive struggle. So great was the 
interest aroused that on February 2 the House of Commons passed 
a resolution calling for the appointment of a Select Special Com- 
mittee “ to investigate the causes of the large spread between the 
prices received for commodities by the producer thereof, and the 
price paid by the consumers therefor; and the system of dis- 
tribution in Canada of farm and other natural products, as well 
as manufactured products.” 

The Select Committee on Price Spreads and Mass Buying, 
with Mr. Stevens as chairman, held sixty sessions between 
February 22 and June 22, 1934. The members reassembled as 
a Royal Commission on October 30; but in the meantime Mr. 
Stevens had resigned from the Cabinet and from the chairman- 
ship of the Commission as a result of an unfortunate quarrel 
with the Prime Minister over the publication of a pamphlet by 
Mr. Stevens (intended for private circulation only, but owing to 
an error widely distributed) dealing with the abuses of modern 
business laid bare by the investigation. The Royal Commission 
held sixty-five sessions, the last on February 1, 1935. During 
the sessions of the Committee and the Commission 270 witnesses 
were heard; the verbatim evidence, amounting to 8277 pages, 


1 Speech reported in Toronto Mail and Empire, February 16, 1934. 
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is published together with an index; there were also filed 440 
exhibits, a list of which is printed as an annex to the Report. 
The Commission retained the services of two counsel, and employed 
accountants to make elaborate examinations of the books of the 
department and chain stores. A word about the political situa- 
tion must be added to this short description of the course of the 
inquiry; it was conducted by eleven members of the House of 
Commons, conservative and liberal, each of whom must have 
had constantly in mind the effect of the inquiry on the fortunes 
of his party in the impending general election ; further, the inquiry 
was initiated and directed by an enthusiastic crusader, Mr. Stevens, 
who was a possible candidate for the leadership of the conservative 
party in succession to Mr. Bennett. The auspices were not 
favourable for intelligent economic inquiry. 

The minutes of evidence contain a great quantity of material 
on many phases of Canadian economic life; but just how valuable 
the material will prove can scarcely be determined until one comes 
to use it. It will require great patience, for there is much that is 
useless, and much that is inconclusive and incomplete. There is 
too much opinion, and the facts were obtained by questioning 
on the part of examiners who were anxious to substantiate 
opinions. What these opinions were can-be judged from Mr. 
Stevens’ speech in Toronto, and from the terms of reference of 
the Committee, but one may note: (a) that the fall in prices in 
the home market is treated as the result of unfair competition 
(one can read the whole of the evidence of the Select Committee 
without finding any reference, except in a few questions by Mr. 
Young which obviously annoyed the rest of the Commission, to 
the existence of a depression or to the reduction of Canadian 
incomes consequent on the fall of the world prices of her exports) ; 
(6) that any competition is treated as unfair which leads to the 
destruction of small firms. It is hardly too much to say that the 
inquiry had all the characteristics of a ‘‘ witch hunt,” and that 
the proceedings are most valuable as evidence of the attitude of 
the public towards economic affairs. But in spite of these reserva- 
tions it is certain that Canadian economists cannot ignore this 
source of material and will probably find much of it valuable. 
They will be grateful to the compiler of the index. 

In spite of the unfavourable auspices, the Report of the Royal 
Commission on Price Spreads is a valuable document containing 
much sound economic analysis. It is not, however, quite con- 
sistent; sound economics jostle with the prejudices with which 
the Commissioners started. The general economic principles 
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involved in the inquiry are stated in chapter two, but the three 
liberal Commissioners who signed a memorandum of reservations 
recognised that the report failed ‘“‘ to follow logically the state- 
ments and implications contained” in that chapter. The chapter 
in question first discusses the economics of monopolistic com- 
petition and the possible development under such conditions of 
unfair competition, discrimination and exploitation. The second 
part of the chapter deals with the dependence of the Canadian 
domestic price level on the incomes of the export groups, and 
stresses the need for flexibility in view of the high variability of 
these incomes. The development of monopolistic competition 
has made for rigidity; it is hard to believe, as the Commissioners 
seem to, that nearly perfect competition can be restored by strict 
enforcement of the Combines Investigation Act, but it is also 
hard to believe that the regulation of business contemplated by 
the Commissioners can do anything but increase this rigidity. 
Social control to promote flexibility is theoretically possible,’ but 
it is highly improbable in the present state of public opinion. 
Chapter three is an admirable study on “ concentration and the 
corporate system of business,’ an important part of which is 
unfortunately relegated to Annex III. The influence of Messrs. 
Berle and Means? can be detected. Chapter four deals in turn 
with each of the industries which were investigated; chapter 
five discusses the problems of “‘ labour and wages,” in general and 
with particular reference to each of the industries; chapter six is 
concerned with the primary producers in relation to these indus- 
tries, the live-stock producer, the tobacco-grower, the fisherman, 
etc. Chapter seven contains a detailed study of the retail trade 
in Canada during the painful process of concentration. Chapter 
eight is concerned with the protection of the consumer, and chapter 
nine deals with the general problem of state control of business. 
The recommendations of the Royal Commission are sum- 
marised in a preface to the report. They are very numerous 
and varied, and only a few of the more important ones can be 
mentioned here. (1) Amendments to the Dominion Companies 
Act, some of which have since been presented to Parliament in 
Bill 85. (2) A large number of recommendations on the subject 
of labour legislation, the most important being “ national regula- 
tion of employment conditions preferably by Dominion legis- 


1 See K. W. Taylor, Economic Implications of the Price Spreads Report, to be 
published in the Canadian Journal of Economics and Political Science, August 
1935. 

2 A. A. Berle and G. C. Means, The Modern Corporation and Private Property. 
New York, 1932. 
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lation, if feasible, or alternatively by inter-provincial co-opera- 
tion’’; some minor recommendations have been embodied in 
Bills presented at the present session of Parliament, e.g. Bill 71, 
intended to extend the scope of the Industrial Disputes Investi- 
gation Act; Bill 73, which amends the Criminal Code, making 
it an indictable offence to employ a person at less than the 
minimum wage rate fixed by law, to employ a person to work 
beyond the maximum hours fixed by law, or to falsify any em- 
ployment record required to be kept by law, and Bill 75 respecting 
“ fair wages and hours of labour in relation to public works and 
contracts.”’ (3) Establishment of a Live Stock Board and a 
Fisheries Control Board; nothing has been done to implement 
this recommendation, but a minor revision of the Live Stock 
and Live Stock Products Act has been presented as Bill 72. 
(4) Extension of the functions of the National Research Council 
to include the preparation of consumer standards and the testing 
of consumer products; this is provided for by Bill 86, ‘‘ An Act 
to establish a Dominion Trade and Industry Commission.” 
(5) Amendment of the Weights and Measures Act, provided for 
by Bill 70. (6) Amendment of the Criminal Code to strengthen 
the law against misleading advertisement, provided for in Bill 73. 
(7) The establishment of a Federal Trade and Industry Commis- 
sion to administer a revised Combines Investigation Act, to 
regulate monopolies when competition cannot, or should not, be 
enforced, to prohibit unfair competitive practices, etc. Bill 86 
creates such a Board, but its members are to be the members of 
the already hard-worked Tariff Board. Bill 79 provides for the 
amendment of the Combines Investigation Act. Bill 73, amend- 
ing the Criminal Code, introduces clauses relating to discrimination 
and unfair competition. It is unnecessary to compare in detail 
the recommendations of the Commission with the Bills presented 
by the government, and amended by Parliament; it is enough 
to say that the government programme does not satisfy Mr. 
Stevens. One may add that the power of the Dominion govern- 
ment to enact most of the legislation advised by the Commission 
and some of that presented to Parliament is seriously in doubt. 
Such are the added difficulties of social control in a federal 
state. 

Finally, one should draw attention to the able Minority Report 
of Mr. E. J. Young (pp. 288-307). Mr. Young is right in stressing 
the need for remedying the disparity between the prices of primary 
and secondary products. One can sympathise with his rejection 
of social control, administered in the spirit of price maintenance, 
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but one cannot feel too optimistic about the effects of laissez-faire 


and one may dream of intelligent control. 
V. W. BLADEN 


The University of Toronto. 





THe Bank For INTERNATIONAL SETTLEMENTS 
Fifth Annual Report (1934-5), (Basle, 1935) 


Tuts Annual Report has now established itself as the out- 
standing authority on the principal statistics relating to gold 
and currency. The issue for 1935 maintains the excellence of 
its predecessors and supplies much information of first-rate 
importance which is not easily available elsewhere. Some of 
the matters dealt with can be usefully summarised as follows. 

The various countries of the world are classified by reference 
to their relationship to gold and sterling respectively. Only 
France has fully maintained the free delivery of gold to all comers 
at a fixed parity. But in addition to the other countries admitted 
by the B.I.S. as members of the gold block—namely, Holland, 
Italy, Poland and Switzerland—there are also the following 
countries where the most representative exchange quotation is 
kept directly or indirectly in a stable relation to gold—namely, 
Albania, Belgium, Bulgaria, Cuba, Czecho-Slovakia, Danzig, 
Germany, Greece, Iran, Latvia, Lithuania, Mexico, Roumania, 
Spain, Turkey, U.S.A., Uruguay and Jugo-Slavia. The members 
of the sterling block are reckoned as including the following : 
Argentine, Australia, Bolivia, Brazil, Colombia, Denmark, Egypt, 
KEsthonia, Finland, Gt. Britain, India, Irish Free State, Japan, 
Norway, New Zealand, Paraguay, Portugal, Siam, Straits Settle- 
ments, Sweden, Union of South Africa and the British Crown 
Colonies. There are three silver territories, China, Hong Kong and 
Manchukuo. The above three groups comprise the whole world 
except Canada, which is linked rigidly neither to gold nor sterling, 
Hungary with a theoretical gold currency but actually trading 
under clearing arrangements at depreciated rates, and certain 
South American countries difficult to classify. This classification 
gives a picture of much less chaos than is ordinarily supposed 
to exist. So long as the de facto fluctuations of gold in relation 
to sterling are moderate, no one can complain that the world’s 
exchanges are wild and unpredictable. Indeed, it should be 
obvious that the world’s troubles are due to other causes than the 
fluctuation of the exchanges. 
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The supply of new gold from the mines has reached a new 

record figure, and is now approaching 50 per cent. greater than in 
1929 and the preceding years—namely, 2904 million Swiss francs 
in 1934, as compared with 2098 million in 1929. The most 
striking feature is the great upward bound in Russian production, 
which is now five times as great as in 1927, and has brought Russia 
to the second place among the gold-producing countries. Russian 
gold exports delivered in Berlin during the past four years are 
valued at nearly 1000 million Swiss francs, or about £66 million. 
This has played an essential part in reducing the short-term 
foreign indebtedness of the U.S.S.R., which had risen to 3750 
million Swiss francs at the end of 1931, to the almost negligible 
amount at which it now stands. The emergence of the U.S.S.R. 
into the position of conducting its foreign trade on a cash basis 
has been one of the most striking developments of the last four 
years. 
The net exports of hoarded gold from Asia in 1934 were at 
almost exactly the same figure as in 1933—namely, 875 million 
Swiss francs—bringing the total amount dishoarded in the four 
years 1931-4 to the prodigious total of 3437 million Swiss francs. 
Since the amount of old gold surrendered by the public in the rest 
of the world was probably sufficient to meet the industrial require- 
ments, the whole of the newly mined gold and the exports from 
the East—namely, 3779 million Swiss francs—was available for 
currency purposes and new hoards. 

In its estimates of new hoards the Report is more guarded 
than last year, and suggests that its previous figures may not have 
made enough allowance for changes in the holdings of the British 
Exchange Equalisation Account. The mystery maintained con- 
cerning this account, which seems unnecessary, unfortunately 
makes hay of the gold and currency statistics of the whole 
world. It is clear, however, that there can have been no addition 
to private hoards in 1934 unless the releases from the stocks of 
the British Equalisation Account were very large indeed. For 
the published gains in the gold reserves of banks of issue and 
Governments amounted to 4950 million Swiss francs, which was 
1171 millions in excess of the new gold from the mines and the 
East. Unfortunately, this great increment did nothing to level 
up the situation as between different countries. Those in a weak 
position became weaker, and more than the whole of the new gold 
was added to the pre-existing reserves in France and U.S.A. The 
stocks in these two countries increased by 5443 million Swiss 
francs, so that in spite of the vast access of new gold the banks of 
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the rest of the world lost 493 million Swiss francs of gold. The 
report sums up its observations concerning private hoards by 
estimating that the amount so held on private account at the end 
of 1934 was of a magnitude of 7000 million Swiss frances, of which 
close on a half was held in vaults in London. 

A further matter on which this Report has been accustomed 
to give us valuable statistics is that of the gross amount of the 
international short-term indebtedness of European countries and 
the U.S.A. As mentioned last year, the global total had fallen 
from approximately 70,000 million Swiss francs at the end of 1930 
to about 32,000 million at the end of 1933. The further small 
reduction of 2000 to 3000 millions in 1934 is probably only a 
reduction in gold value due to the further depreciation of sterling 
and the dollar. The monetary and banking reserves of the 
sterling area held in London are estimated to have increased 
by about £150 million between 1932 and 1934. 

Considerable progress was made in 1934-5 by the chain of 
Dominion Central Banks, in the establishment of which the en- 
couragement and advice given by the Bank of England have played 
an important part. The Reserve Bank of New Zealand opened 
on August 1, 1934, and the Bank of Canada on March 11, 1935, 
whilst the new Reserve Bank of India was founded in March 1935. 

The Report concludes with an interesting section on the 
principles of co-operation between Central Banks and the objects 
at which such co-operation should aim. The management of 
the B.I.S. would clearly favour experiments and evolutionary 
changes :— 

They recognise that an international gold standard is a living, not a 
static, thing and that the lessons of continuing experience are capable of 
improving it. They appreciate that in the future more conscious (and 
preferably joint) direction is requisite to enable the system to function in 
a more satisfactory and human manner. The strictly automatic working of 


the gold standard is possible only in a world where the play of other economic 
and financial phenomena is permitted to be automatic also. 


They deplore “ the tradition and habit of secrecy ” on the part 
_ of Central Banks. They even make the admission that :— 


Central Banks have often under-estimated even the limited extent of 
their capacity to act upon price levels over the credit medium, not only 
because this is but one of the forces affecting the price structure, which may 
be offset by others, but more especially because any popular illusion that 
central banks alone have adequate powers to govern prices in general would 
constitute a fallacy most dangerous to foster. 


But, in practice, everything is reduced to futility by the fact 
that the B.I.S. is a Club where the suggestion of any deviation from 
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the principle of fixed gold parities is bad form and worse. Take, 
for example, a dubious passage at the beginning of the Report, as 
follows :— 

When the internal improvement that has been made in some countries 
with depreciated currencies has been summed up, it will be found that the 
number of unemployed is still twice as high as it was in the years 1927 to 
1928, when these countries, under the régime of the gold standard, enjoyed 
the advantage of stable foreign exchange rates. 

The highly intelligent staff of the Club have to keep up the 
pretence that, if only everyone would wear the old club tie 
again, the world’s economic troubles would be at an end and 
we should enjoy a “‘ fundamental, durable recovery.”” But I hope 
that, all the same, they will keep up a stout heart beneath their 
polite exterior. Even the minds of the governors of Central 
Banks (or, if not their minds, their identity) change from time to 
time. The day of the B.I.S. may yet come when it will play the 
part which its founders designed for it as an-enlightened organ 


of international co-operation. 
J. M. K&eYNEs 





OBITUARY 
ANDREW ANDREADES (1876-1935) 


WE much regret to announce the death on May 29, 1935, of 
Professor Andréadés, who had been the correspondent of the 
Royal Economic Society for Greece since 1905. He had resigned 
his Chair in the University of Athens a few weeks previously on 
account of ill-health. Andréadés had been an old friend of 
Professor Edgeworth, and the present editor looks back to many 
pleasant meetings with him through Edgeworth’s introduction, 
on the occasions of his periodic visits to England extending over 
many years. He was a man of international habits and outlook. 
He wrote several of his books in French and several in English. 
But he was deeply loyal to modern Greece and to Athens, where 
he had taught economics for more than thirty years (lecturer in 
1902, Professor of Economics in 1906), and it is characteristic 
that his most solid and learned works concerned Greek and 
Byzantine economic history and were written in Greek. He was 
greatly in his element, debonair and handsome and elaborately 
courteous, representing his country at international assemblies — 
the Peace Conference, the Danube Conference in Paris, 1920-21, 
the Assembly of the League of Nations, 1923, 1924 and 1929, and 
finally the World Economic Conference in London in 1933. He 
was a Doctor of Lyons, Louvain and Paris; an academician of 
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Cairo, Bucharest, Munich, Paris and New York; held the C.B.E., 
the Legion of Honour, and Greek, Italian, Belgian, Rumanian 
and Serbian orders. 

Andréadés became well known to English economists early in 
life through his “ History of the Bank of England from 1640 to 
1907,” originally published in French in 1904 and translated into 
English in 1909, which was for long the standard work on the 
subject. But he also wrote many minor works on English 
topics, including ‘Gladstone the Economist and Financier ” 
(in Greek), ‘‘ Lord Salisbury and Greece ”’ (1910), ‘‘ Sir Charles 
Dilke and Greece ” (1918), ‘‘ Philip Snowden ” (1930 in French 
and English), and “La Population Anglaise avant, pendant et 
apres la grande Guerre ” (1924). 

His major works, however, were those written in Greek on 
the financial history of the Greek world—Greece itself, the islands and 
Byzantium—from the earliest times to the present day. Beginning 
with his “‘ History of Greek National Loans from the time of the 
Revolution to 1863 ” (1904) and “ The Financial and Economic 
Condition of Greece and the Surrounding Countries” (1914), 
these studies (moving backwards in time) culminated in his 
magnum opus ‘lotopia ris ‘EAAnuKis Anpooias Olkovopias 
(1st ed. completed in 1914, published in 1918; 2nd ed. vol. I, 
1928, vol. II, 1930), of which an English translation was published 
by the Harvard University Press in 1933 under the title of “ The 
History of Greek Public Finance.” ! The first volume covers the 
period from the Homeric age to the loss of Greek independence at 
Chaeronea; and the second volume the Hellenistic period. The 
third volume was to have dealt with the Byzantine period. An- 
dréadés’ monographs on the obscure but fascinating field of Byzan- 
tine public finance, for which abundant material, largely unex- 
plored, exists, were probably his most original and path-breaking 
contributions to knowledge. Professor Norman Baynes wrote 
to The Times on the occasion of his death that: ‘ No living 
scholar had so profound a knowledge as he of the economics of 
the East Roman Empire.” He did not live to complete his 
enormous task, but a sketch of the economic development of the 
Byzantine Empire, completed shortly before his death, will 
appear in a book to be published by the Oxford University Press. 
The characteristic quality of Andréadés’ historical monographs can 
be seen in his three contributions to the ‘‘ Economic History ” 
supplement of the Economic JourNAL: “ The Finance of Tyrant 


1 The Greek version of this book was reviewed in the EconoMIc JOURNAL, Dec. 
1930, p. 686, and the English version, Dec. 1933, p. 696. 
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Governments in Ancient Greece ”’ (1930), ‘‘ The Capital Levy in 
Ancient Athens” (1931), and “The Jews in the Byzantine 
Empire” (1934). 

Andréadés was a man of wide culture, almost as much interested 
in literature and the arts as in politics, economics and history. 
He was chairman of the committee for the Byron Centenary in 
1924. He wrote a book on “ Le Théatre Anglais contemporain ”’ 
(1925), and a similar volume on the Viennese Theatre. I last 
saw him in a box at Covent Garden enjoying a performance of 
ballet. 

J. M. Keynes 


EDWARD SHANN 


By the sudden death on May 23rd of Professor E. O. G. 
Shann the Australian economists have lost their senior member, 
and the public of Australia a high-minded and devoted servant. 
Professor Shann had only this year taken up his duties as Pro- 
fessor of Economics in the University of Adelaide. He had 
already occupied teaching posts in three Australian Universities, 
the most important being the Chair of History and Economics 
in the University of Western Australia, where he is rightly 
regarded as one of the founders of the University. “‘ To nothing,” 
stated the Chancellor of the University of Western Australia 
recently, “did he give with such rich and overflowing measure 
as he gave to the University he helped to mould and which he 
so unselfishly loved.” His intellectual interests were so wide 
that he was able to mould the development of the University 
in fields beyond the two subjects immediately under his charge. 
He had, moreover, a great faith in the work of the Australian 
pioneer, and it appealed to him to be one of these pioneers in 
the development of education. He was both a keen and an appre- 
ciative student of Australian political and economic affairs. 
During his long period of apparent academic isolation in the 
West he was able to take a detached view of the economic policy 
of his country. It was in this period that he wrote his best- 
known book, The Economic History of Australia. Towards the 
end of the period (in 1927) he produced also a brilliant essay, 
The Boom of 1890 and Now! In the light of subsequent develop- 
ment this work was prophetic. It was, according to a sub-title, 

1 His chief publications were: The Economic History of Australia (Cam- 
bridge University Press); The Boom of 1890 and Now (Angus and Robertson) ; 
Cattle Chosen (Oxford University Press); Quotas of Stable Money (Angus and 


Robertson); and, with D. B. Copland, The Crisis in Australian Finance, 1929- 
31; The Battle of the Plans; The Australian Price Structure, 1932. 
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“a call to Australia to put her house in order lest drought and 
falling prices for wool and wheat overtake us again.” 

Three years after the appearance of this essay Shann was 
summoned to a post in the East, where he found himself heavily 
engaged in helping to guide his country through the disaster which 
he had all too clearly foretold. He played a prominent part in 
moulding banking policy and in developing what afterwards came 
to be known as the Premiers’ Plan. It was only the Premiers’ 
Plan because it had to be adopted by Premiers. The plan was, 
in fact, a composite product of the Australian economists, and 
Shann’s part in its enunciation was all-important. He greatly 
assisted in bringing the economists together, and in giving them 
a focal point through which they could influence banking and 
financial policy. He went about among bankers, under-treasurers, 
premiers and politicians, persuading them that drastic situations 
required drastic remedies. He was against undiluted deflation 
as a solution, and as the depression deepened his belief in monetary 
policy as a way of escape increased. He carried this belief to 
Ottawa in 1932 and to the World Economic Conference in 1933. 
In both places he worked untiringly to bring about a declaration 
of policy by the British Commonwealth of Nations. It was a 
“wider planning, a monetary policy that would permit of re- 
covered equilibrium, and an expansion of consumers’ demand ”’ 
that was the goal of his endeavour in these years. As one who 
worked close to him over a considerable period of the crisis, I 
can testify to the skill with which he spread the faith that was in 
him. Not many economists get the opportunity; few would 
have used it as Shann did. So he leaves behind him a deservedly 
high reputation as an economist, who in his country’s emergency 
showed both the experienced government official and the banker 
how much could be done by pursuing an independent monetary 
policy with a sense of responsibility. He knew his Australian as 
a person whose sense of responsibility is greatest in an emergency, 
and in the crisis his Australian did not disappoint him. 

Shann was not happy away from his academic work. His 
independence was threatened, his love of teaching unsatisfied 
and his capacity to take long views impaired. So he returned 
to the University, and in Adelaide this year he was working out 
in the light of his experiences a fresh approach to his teaching 
of Economics. It was the sort of thing he liked, and its final 
statement would have been of great value to us all in Australia. 
On the afternoon of May 23rd I received a letter from him ex- 
pressing in his gayest manner—and he could be very gay—his 
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desire to co-operate in producing a new book of documents on 
Australian policy. Some of this new approach would have been 
reflected in that book. The same evening I was informed of 
the accident that befell him. Economic Science is the poorer, 
because Shann brought to the solution of his country’s problems 
a knowledge of economic theory combined with an understanding 
of her economic and political development. He was a happy 
combination of the expert and the wise counsellor, and so his 
success as an economic adviser was assured, 
D. B. CopLanpD 





CURRENT TOPICS 


Tue following have compounded for life membership of the 
Royal Economic Society :— 


Condliffe, Prof. J. B. Sebag-Montefiore, J. M. 
Hunter, W. E. Williams, A. V. ‘ 
Latham, W. J. L. Winterbottom, I. 
Prest, W. Wolkiser, Dr. A. M. 


The following have been admitted to membership of the 
Society :— 


Adams, E. G. Corlett, M. E. Green, H. 
Alexander, J. W. Corner, L. Greenhalgh, R. 
Attwood, J. C. P. Crofts, R. A. Griffiths, W. J. 
Balson, W. Dalemont, E. L. Grinberg, M.-Ph. 
Banerjea, S. R. Dark, L. J. H. Grist, C. G. 
Beaumont, J. Davies, H. M. Gupta, A. K. 

Bedi, K. C. Davies, M. B. T. Hain, A. C. 

Bell, H. C. M. Everingham, A. L. Hamid, J. A. O. A. 
Benemy, F.W.G. _ Fellner, Dr. W. Harris, W. H. 
Bhathena, A. S. Fisher, D. J. Hawkes, W. R. 
Bhiwandker, R. B. Flather, W. C. Hil, D. A. P. 
Bindra, D. S. Frankland, A. Hollingsworth, A. C. 
Binns, K. J. Frerichs, C. Horsfall, J. C. 
Braham, B. Garside, M. N. Howell, C. J. 
Britzelmayr, Dr. W. Gee, B.S. Husain, M. T. 
Campbell, R. M. Glass, A. McInnes. Jain, L. R. A. 
Chang, 8S. T. Glynne- Williams, Johnson, Miss A. 
Chatterjee, A. B. T. B. Jones, W. D.S. 
Cogar, G. W. Gover, A. T. Joshi, P. N. 

Cooke, H. A. Graves, L.S.T.de B. Kannan, Y. C. 


Cookson, H. Green, A. L. Kewalramani, P. L. 
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Knight, C. N. Plender, G. Taylor, G. B. 
Kooverji, P. Pykett, H. A. Thomas, C. O. 
Leathem, 8. Reid, L. H. Topham, H. 
Levin, W., Ph.D. Ridley, W. Townsend, B. H. 
Mackenzie-Bell, E. A. Robinson, A. Tulip, A. J. 
Mackie, J. B. Rodwell, H. R. Vaswani, K. N. 
Magin, A. J. Ross, A. C. Venkatappayya, V. 
Mahindroo, H. C. Rouse, W. J.C. Venning, H. C. W. 
Medici, Prof. G. Samtani, R. C. Ventress, C. W. P. 
Morton, J. E. Sidebotham, R. Waddell, R. R. 
Naish, Miss M. L. Simpson, B. A. Wilson, J. H. 
Neary, J. Singer, H. W. Wilson, R. C. 
Nicholls, W. H.R. Smith, P. W. G. Wilson, 8. N. 
Owen, S. M. Smith, W. J. Wingfield, R. A. 
Pandit, J. 8. Stevens, W. H. Winship, A. T. 
Patel, K. R. Stevenson, James.  Withall, L. 

Payne, H. Stevenson, John. Woodruff, G. P. 
Peace, H. A. Sullivan, J. J. Wright, G. M. 
Pebody, H. Swaminathan, S. Zaki, M. 

Petzall, Dr. F. Tandon, P. L. 


The following have been admitted to Library membership of 
the Society :— 


Bank of Canada, Ottawa. 

Bureau of Economic Research, Sun Yatsen University, 
Canton. 

Bureau of Statistics, Ministry of Industries, Nanking. 

Nihon Kogyo Club, Tokyo (Composition for fifteen years’ 
subscriptions). 

Raffles College, Singapore. 


The Department of Economics of Harvard University has 
been enabled by a grant from the Rockefeller Foundation to 
continue the research in the field of business fluctuations which 
for many years was conducted by the Harvard University Com- 
mittee on Economic Research and later by the Harvard Eco- 
nomic Society, Inc. The Department has set up a committee 
including Professors Schumpeter, Crum, and Harris to supervise 
this research and to serve as editors of the revised Review of 
Economic Statistics. It is hoped that the Review may serve 
as the American vehicle for articles dealing with the problem of 
the trade cycle—theoretical, analytical, and historical—and that 
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it may provide facilities for the publication in the United States 
of the results of European research. 





The Agricultural Economics Society has decided to offer two 
annual prizes of £10 and £4 respectively for essays on subjects 
connected with the economics of agriculture. Competitors 
must be either students at recognised institutions or holders (of 
not more than two years standing) of degrees and/or diplomas 
in agriculture and/or economics. Essays for the current year must 
be sent in by the 30th June, 1936, and must be on one of the 
following subjects : 


(a) The influences of machinery on systems of agricultural 
production in Great Britain either (a) 1870-1913 or 
(b) 1914-35. 

(b) Rationalisation of British agriculture and the system of 
Land Tenure. 

(c) Influences of British International loans on imports of 
food-stuffs and agricultural production in Great Britain. 

(d) Influences of consumers’ demands on agricultural pro- 
duction. 

(e) Trends of production in British agriculture. 


Further particulars of the conditions can be obtained from 
The Honorary Secretary, The Agricultural Economics Society, 
University of Reading, 7, Redlands Road, Reading. 





The Third Volume of the Proceedings of the International 
Conference of Agricultural Economists, which included the papers 
read at the Third International Conference held in Germany 
during August 1934, is now published. The price to the general 
public is 17s. 6d., but copies are available to members of the Royal 
Economie Society at 15s. post free. Copies of volumes [ and II 
containing the papers prepared for the Conferences held in 1929-30 
can also be supplied to members of the Society at 9s. 6d. post free 
and 11s. post free respectively. 

Members who wish to avail themselves of this offer should 
address themselves to: J. R. Currie, Esq., Secretary and Trea- 
surer, Research Department, Dartington Hall, Totnes, Devon, 
and not to the Secretary or Assistant Secretary of the Royal 
Economic Society. 


No. 179.—vo.L. XLv. RR 














RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Part II, 1935. The Limits of Industrial Employment (II): Influence 
of Growth of Population on the Development of Industry. E. C. 
Snow. Road Transport in Great Britain since the War. K. G. 
FEnELON. Wholesale Prices in 1934. Editor of Statist. 


Economica. 


May, 1935. Bacon Production and the Pig-Cycle in Great Britain. R. 
CoasE and R. Fowier. The Modification of the Utility Curve for 
Money in the Cases of Indivisible Goods of Increasing Utility. U. 
Ricot. Taxation and the Relative Prices of Factors of Production. 
F. C. Bennam. Mr. Gilbert’s Defence of a Constant Circulation. 
E. F. M. Dursin. 


The Manchester School. 


No. 1, 1935. Growth and Fluctuations of Bankers’ Liabilities to Customers. 
E. Cannan. Bentham on Government. A. L. Daxyns. Surplus 
Capacity in the Lancashire Cotton Industry. T. D. Bartow. The 
Terms of Trade. J. Inman. Outline of a Scheme to Promote 
Employment in Agriculture. D. Carapog JonEs. 


World Survey. 


May, 1935. Monetary Policy and Gold: The Case for Economic Measure- 
ment. G.D.H.Cote. Powerasa Factor in Planning. Income Dis- 
tribution and Mechanisation. H. E. Caustin. Annual Report of 
the World Power Conference. The Increasing Productivity of Labour. 
World Economic Service: World Copper Situation. World Eco- 
nomic Indices. 

The Sociological Review. 


JuLy, 1935. The Individual and Society. Ernest Jones. Ability and 
Educational Opportunity in Relation to Parental Occupation. J. L. 
Gray and PrarL Mosuinsky. The Surplus of Women and the 
Declining Birth-rate. Iba HirscHMANN. 


International Labour Review. 


May, 1935. Unemployment among Young People. H.Fuss. Economic 
Recovery and Labour Market Problems in Sweden: II. B. Onutn. 
The Danish Social Reform Measures. K. K. STEINCKE. 

JUNE, 1935. Unemployment in Argentina. EK. Stewrers. Unemploy- 
ment among Young People in Australia. G.R. Gites. The Con- 
tract of Employment: I. EK. Herz. 


The Economic Record. 


JUNE, 1935. The Reports of the Wheat Commission. L. F. Grsuin. 
International Comparisons of the Cost of Living. D. T. SawxKrns. 
Manufacturing Profit in New Zealand. G. C. Brine. Western 
Australia’s Agricultural Bank. G. Taytor. Price-fixing in New 

Zealand. W. B. Sutcu. The Dairy Industry Commission, New 

Zealand, 1934. J. O. SHEARER. 
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The Canadian Journal of Economics and Political Science. 


May, 1935. The Reserve Bank of South Africa. J.P. Day. Canada’s 
Optional Payment Bonds. W. T. G. Hacxetr. The Ricardian 
Theory of Production and Distribution. F.H. Kyniaut. Popula- 
tion Movements in Canada, 1921-31. W.B. Hurp and JEAN C. 
CAMERON. Notes on Prices of Agricultural Commodities in the 
United States and Canada, 1850-1934. H. MicHEtu. 


The South African Journal of Economics. 


JUNE, 1935. The Gold-mining Industry and the Gold Standard. A. J. 
LimMEBEER. Some Doubts concerning Early Land Tenure at the Cape. 
H. M. Rogpertson. Some Fundamental Questions on Economic 
Planning. E.  Wuittaker. The Dairy Industry in South Africa, 
with Special Reference to the Export of Butter. J. G. KNEEN. 


The Quarterly Journal of Economics. 


May, 1935. Controlled Competition and the Organisation of American 
Industry. K.Pripam. The Quantitative Position of Marketing in 
the United States. J. K. GatBrairu. Sociological Elements in 
Economic Thought. I. Historical. Tatcotr Parsons. Fluctua- 
tions in the Rate of Industrial Invention. R. K. Merton. The 
Theory of a Single Investment. K. E. Boutprina. 


The American Economic Review. 


JUNE, 1935. Volume of Production and Volume of Money. A. G. B. 
FisHer. Joint Costs in Multiple-Purpose Projects. H. M. Gray. 
British Export Credit Insurance. E. B. Dietrricu. Exchange 
Rates under Inconvertible Currencies. H.J.Wuite, Jr. Industrial 
Expansion in South America. D.M. PHELPS. 


The Journal of Political Economy. 


JUNE, 1935. State Supervision of Local Finance. H.L. Lutz. Money 
and Production. W. Eatn. The Joint-Stock Company in Eng- 
land, 1830-44. C. Hunt. Building Costs in the Business Cycle : 
with Particular Reference to Building sponsored by Governments in 
the United States. W. D. Conxkuin. 


Annals of the American Academy of Political and Social Science. 


May, 1935. The Background of Group Pressure in the United States. 
Evolution of Business Groupings. C. E. Bonnett. Trade Union- 
ism and the American Federation of Labour. G. G. Groat. The 
Technique of Exerting Group Pressure. Pressure Groups, Propa- 
ganda, and the New Deals. The Chamber of Commerce and the New 
Deal. R.J.Swenson. The Place of Propaganda in Modern Life. 


Wheat Studies (Stanford, California). 


AprIL, 1935. Spreads between Wheat Pricesin England. In this Study 
are presented data on wheat price spreads in the United Kingdom, 
which is the largest wheat import and sample market of the world, 
between 1925 and 1934. The amounts of the spread in monetary 
units, the percentages of the high wheat prices therein represented 
and the ranking of the several wheats are tabulated and classified. 
It is pointed out that British millers have a wide scope of mixing, 
and the conclusion is reached that fixed prices are neither in their 
interest nor in that of British consumers. 

RR2 
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May, 1935. World Wheat Survey and Outlook, May 1935. Develop- 
ments in the world wheat situation from January to May were 
dominated by the continued failure of European import buying 
to improve, and shipments to Europe from August to April were 
the smallest on record since 1917, and 14 million bushels less than 
last year. This is due both to stringent Government control of 
imports and to reduced consumption. Liverpool futures prices 
suffered a gradual decline till mid-March, rose to a peak in mid- 
April, but have since continued to decline. It is anticipated that 
there will be a considerable decline in world net exports of wheat 
for the year and that world stocks will still be far above normal. 
However, the increase forecast for the Northern Hemisphere crop 
seems likely to be offset by the reduced supplies in the Southern 
Hemisphere and minor exporting countries, and Liverpool futures 
prices will probably be sustained through July. 


Econometrica. 


JuLy, 1935. Suggestions on Quantitative Business Cycle Theory. J. 
TINBERGEN. On the Independence of k Sets of Normally Distri- 
buted Statistical Variables. S. S. Witxs. A Macrodynamic 
Theory of Business Cycles. M. Kaveckt. 


Revue d’Economie Politique. 


Mars-Avrit, 1935. La Reprise britannique et ses causes. M. By&. 
Essai d’une théorie du mouvement cyclique des affaires. M.KaALEcKtI. 
La crise des chemins de fer et Vorganisation des transports. H. 
Paropi. Y a-t-il trop de travailleurs étrangers en France. S. 
WLOCKESKEI. 

Revue de L’ Institut de Sociologie. 

AvriL-JuIN, 1935. Analyse de la premiére série des Communications au 
XIIe, Congrés de VInstitut international de Sociologie. G.-L. 
Duprat. 

Weltwirtschaftliches Archiv. 

May, 1935. Protektionismus und Volkseinkommen. Pror. B. OuLin. 
The theory that the National Income of a country is necessarily 
greatest under Free Trade rests upon a number of assumptions 
which are not always fulfilled, and the author quotes a series of 
cases to illustrate his argument that it will often be increased under 
Protection. In a country which is not in equilibrium or which 
is passing through a depression, as has been the universal case 
since 1931, tariffs have a remedial effect, the degree of benefit 
depending upon the magnitude and duration of the depression, the 
stage at which they were imposed and various other factors. They 
also provide a measure against dumping and, in conjunction with 
export bounties, an alternative to currency devaluation. Neue 
Probleme der Aussenhandelstheorie. G. DEL Veccutio. Ricardo’s 
theory of Comparative Costs applied to the laissez-faire England 
of the nineteenth century and the present situation, where 
increased extent of Government Control of Industry provides the 
necessary conditions for Protection, calls tor a new theory of 
International Trade. The tariff presents a valuable bargaining 
weapon and the dangers of retaliatory measures by other States 
are often greatly exaggerated. The effects of currency devaluation 
under various conditions are examined and the conclusion reached 
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elop- that a country should not sacrifice its internal stability in order to 
were adjust its monetary system. Wahrung, Wirtschaft und Aussen- 
lying handel. W. Votwassen. The author examines the same 
were problems as in the two previous articles, with particular reference 
than to the question of foreign exchanges. Wirkung der Neustaaten- 
ol of bildung in Nachkriegseuropa auf Wirtschaftstruktur und Wirt- 
T1Ces schaftsniveau. P.-H. SzrRAPHIM. The creation of new states in 
mid.- Europe on political rather than economic lines by the Treaty of 
that Versailles has given rise to many problems. The author deals 
heat with the question of shifting populations, the transformation of 
mal. agrarian countries into semi-industrial ones and ‘their struggles to 
crop increase exports and find markets and the character of the new 
hern inter-State commerce. 

ures JuLY, 1935. Hinwirkungen der langen Wellen auf die Entwicklung der 


Wirtschaft seit 1800. L. H. Dupriez. An account is given of 
some work recently done in Louvain where statistics have been 
prepared from Belgian figures to throw new light on the long waves 


J. of economic development. Doubts are expressed as to whether 
stri- the discrepancy between increase in gold supply and increase in 
mic trade volume offers a sufficient explanation. Arbeitsproduk- 


tivitit und Aussenhandel. M. Manortesco. The author holds 
that it is not in the interest of agricultural countries to import 
industrial products even if it is cheaper to import them than to 





YE. produce them at home, because the productivity of labour applied 
YKI. to industrial production will generally be much higher than that 
H. of agricultural labour. Price in money and price in labour must 
S. be distinguished. The differences of labour productivity are 
illustrated by a statistical analysis of the Rumanian economy. 
Aufbau- und Krisenprobleme der tranischen Volkswirtschaft. A. 
~— TISMER. 

-L. Jahrbiicher fiir Nationalékonomie und Statistik. 
JuNE, 1935. Japans Imperialismus in der Ostasiatischen Wirtschaft. 
Pror. F. Zapow. An account of the history and character of 
IN. Japan’s Imperialism, the methods by which her expansionist 
‘ily policy is being fulfilled and her social and economic structure. 
ons She is not likely to go to war with the U.S.A. or with the U.S.S.R. 
of in the near future, and Great Britain, being the greatest Imperialist 
Jer country, is her real enemy. Der Gutertarif der Eisenbahnen als 
ich Mittel der Aussenhandelspolitik. S. L. Gapriev. Tariffs on 
use goods travelling by rail can serve to stimulate exports and dis- 
fit courage imports and can be applied, in conjunction with commercial 
he treaties, as political weapons. The author considers the extent of 
ey their application hitherto and forecasts an increase in this. Uber 
ith Landwirtschaftliche Absatzgenossenschaften. C. BRINKMANN. An 
ate examination of the efficacy of agricultural co-operative associations 
o's as a means of defence against industrial interests, of eliminating the 
nd middleman and of protection against market fluctuations and the 
re dangers of over-production. Jungste Entwicklung und Gegen- 
he wartige Verfassung des Deutschen Realkreditmarktes. W.HUNECKE. 
of The events of 1931 upset the German capital market and the 
ag cessation of long-term lending led to a diminution of building 
es activity. With the present low rates of interest and the amount of 
om unemployment, the time is ripe for a renewal of building activity, 


od and an organisation should be set up to provide capital for this 
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purpose. Der Kampf Gegen die Agrarkrise in Polen. KE. JUNGER- 
MANN. 


July, 1935. Bankgesetzgebung und Wahrungspolitik im Rahmen der 


Krisenbekiimpfung in den Vereinigten Staaten. G. SCHMLODERS. 
A review of the banking and monetary policy of the American 
Government since 1930. Three phases are distinguished: a 
phase of crisis during which the State tries to assist the private 
banks (Reconstruction Finance Corporation) and makes the 
necessary legal preparations for an active monetary policy (Glass- 
Steagall Bill) characteristic of the second phase of struggle in 
which the State tries to overrule both the private banks and the 
Federal Reserve System. The third phase is that of stabilisation. 
A new division of power is developed, the State abstaining from 
monetary experiments but embarking on a public works policy. 
Gemeinwert und Gemeinwertung. K. V. Batas. Marginal utility 
implying a valuation from an individual’s point of view bears no 
relation to social value by which social and economic policy must 
be governed. Der ‘“‘ Neue Plan” und die Neuordnung fi deutschen 
Aussenwirtschaft. B. BENNING. Theauthor reviews Dr. Schacht’s 
“‘ New Plan ” for overcoming Germany’s raw-material difficulties 
and the foreign trade situation under the influence of exchange 
restriction and clearing agreements. 


Schmollers Jahrbuch. 


Frsruary, 1935. Carl Johannes Fuchs. An Obituary Notice by G. 


StocKMANN. Die Auslandische Erérterung um die Betriebliche 
Sozialpolitik. L.H.A.GEcx. A comparison of the developments 
of this science—there is no equivalent in English for this German 
word—in America, England and France since 1900. Reklame und 
Konjunkturkreislauf. F. Repiicu. The connection between 
advertisement and trade fluctuations is worked out and W. L. 
Crum’s charts and tables illustrating the tendencies in America 
are criticised and improved methods suggested. Karl Friedrich 
Vollgraf, Kampfer im Vormarz fiir Rasse, Volk und Staat. A. 
GunTHER. Zur Vorgeschichte des Weltkriegs. J. HasHacen. A 
review of Hermann Oncken’s book on the question of War Guilt 
and the policy of the statesmen of the German Empire. 


JuNE, 1935. Der Wandel des Wissenschaftsbildes Friedrich Lists. A. 


Sommer. By the recent publication of List’s complete works his 
personality appears in a new light. He must no longer be con- 
sidered as a liberal economist or a Protectionist, but as the great 
German statesman of the nineteenth century. Die Wandlungen 
des Finanzliberalismus. F.K. Mann. The author’s thesis is that 
the English income-tax was a tory institution. Like Smith and 
Ricardo, the early liberal statesmen were fundamentally opposed 
to it. But they had to yield and to sacrifice their doctrines to 
necessity. It was only afterwards that the liberal economists and 
politicians began to justify the income-tax with liberal arguments, 
and the paradoxical result was that the anti-Liberals attacked the 
income-tax as a creature of Liberalism. Die Wirtschaftgesinnung 
des mittelalterlichen Ziinftlers. A. VAN VOLLENHOVEN and E. 
Ketter. Nichtinflatorische Papiergeldausgabe? <A criticism of 
proposals to increase employment by monetary measures based 
on the “ credit fund theory.” It is held that the proposals would 
lead to inflation unless there is some interference with freedom of 











uR- 


ler 


ite 











1935] RECENT PERIODICALS AND NEW BOOKS 609 





expenditure. The direct public works policy of the German 
Government is praised. Schrifttum iiber Rohstoffwirtschaft. K. 
WIEDENFELD. A review of books dealing with Germany’s raw- 
material supply during the War, with the significance of the coal 
and iron industries during the War and the peace negotiations, 
and with the present raw-material situation in the textile indus- 
tries. On the last some figures are given. 


Vierteljahrsheft fiir Konjunkturforschung. 


JUNE, 1935. Welthandel und Handelspolitik. E.WacEMANN. A sur- 


vey of the events of the crisis since 1929. The essentials for 
recovery are that importing countries should allow the entry of 
the productions of the greatest producing countries, that there 
should be a general revision of international debts and a return to 
a stable international currency. Preisstruktur und Preisbewegung. 
Geht die Produktionsgutererzeugung der Verbrauchsguterproduktion 
Voraus? Die Wirtschaftslage in Deutschland. Die Lage der 
Weltwirtschaft. + 


Archiv fiir mathematische Wirtschafts- und Sozialforschung. 


No. 2, 1935. Statistische und Mathematische Betrachtungen iiber Einige 


Geldliche Ausgleichsprobleme der Verwaltung. G. F. BURKHARDT. 
Uber den Reziprozitatssatz der Gewinntheorie. A. BERGER. Die 
Grundlegenden Hypothesen der Neueren Preisanalyse. H. von 
STACKELBERG. Llastizitdét von Angebot und Nachfrage. A. TIMPE. 


De Economist. 


Fresruary, 1935. Het vraagstuk van een tolunie tusschen Nederland 


en Belgie-Luxemburg. D. C. Renoors. A general discussion of 
customs unions, as illustrated by proposals for a customs union 
between Holland and Belgium-Luxemburg. The general con- 
clusion is that under normal conditions such a union is neither 
impossible nor undesirable; that for such a purpose a complete 
union with uniform duties is to be preferred. The conclusion of 
such a Union is, however, to-day not practicable, since the measures 
connected with the crisis have increased the difficulties. In any 
case, economic rapprochement still remains desirable because of the 
evils of economic barriers; but the Convention of Ouchy in its 
present form is not appropriate to bring about this rapprochement. 
De aanpassing gedurende de crisis van de loonen en de kosten van 
levensonderhoud aan de groothandelsprijzen in Oost-Aziatische 
landen. II. D. J. HutsHorr Pou. A continuation of the dis- 
cussion in the January number of the relation in Eastern countries 
between wages and cost of living on the one hand and wholesale 
prices on the other. The present article deals with Japan, Ceylon, 
Malacca, British India and Siam. A number of conclusions are 
drawn. 


Marcu, 1935. Verdediging eener synthetische loon- en rentetheorie. 


R. Van GENECHTEN. A reply by the author to criticisms, 
especially by Dr. Tinbergen, of his “‘ synthetic’ theory of wages 
and interest.. Centralisatie en coordinatie in Argentinie’s bank- 
en geldwezen. J. Barucu. A discussion of the five measures 
passed last year by the Argentine Government for a complete 
reform of the banking and currency system : (i) for establishing a 
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Central Bank ; (ii) for defining the relations of other banks to the 
central bank; (iii) for creating an institute to take over and 
liquidate the frozen credits of the banks; (iv) for effecting certain 
changes in the law regarding the already existing official banks; 
(v) for providing for the transition from the existing to the new 
conditions. The article discusses the existing position and the 
five measures in detail. 


AprIL, 1935. Het conjunctuurverloop in de Vereenigde Staten van 


Amerika sedert begin 1923. A.J. W. Renaup. A consideration 
of the ‘‘ Harvard Barometer,” its basis and its implications. 
Loonpolitiek en werkloosheid. K. F. Matite. The writer 
establishes a comparison between views expressed in a pamphlet 
written by him and corresponding views of Professor Pigou in the 
Economic JouRNAL of September 1927. 


Giornali degli Economisti. 


Marcu, 1935. II significato di alcune moderne teorie matematiche della 


dinamica economica. Parte prima. A. BorpiIn. An exposition 
and discussion of the views of Della Riccia, Amoroso, Roos and 
other mathematical economists on the relation between static and 
dynamic problems in economic theory. L’autotassazione del con- 
tribuente. L. Rossi. La fecondita legittima, secondo Veta delle 
madri, nelle varie parti d'Italia. L.Lenti. The fertility of married 
women, which is greatest in the north of Italy in the age group 
15-20, is greatest in the age group 21-24 in southern Italy, where 
it remains high until after the age group 35-39. This indicates the 
lesser degree to which the voluntary limitation of families has 
proceeded in the south than in the north of Italy. Nuovi dati sulla 
natalita in Italia. G. Mortara. 


ApriL, 1935. Sw alaini concetti di economica corporativa. A. BREGLIA. 


La condensazione delle aliquote dell’ imposta sugli scambi. E. 
D’AtBercs. An interesting article on the recent tendency, in 
a number of States which levy a turn-over or sales tax, to the 
reform of this tax by the substitution of an aggregated rate, levied 
once only, for the earlier method of a tax on every exchange. The 
chief advantages of this new system (the technique of which is 
discussed in detail) are held to be: (1) that it hits integrated 
concerns which can no longer evade the tax; (2) that it avoids the 
pyramiding of the tax and lessens the amount of interest charged 
in respect of the tax; (3) that it makes it easier to adjust the 
amount of the tax to the nature of the individual commodity and 
of its demand schedule. La immobilizzazione delle scorte dal punto 
di vista economico. G. Mepict. La capacita di viproduzione della 
popolazione italiana. PRoressor G. Mortara, basing himself on 
the number and fertility of Italian women, calculates that, with 
present conditions of birth- and death-rates, each 1,000,000 of the 
population would reproduce 1,225,000. On the other hand, if the 
fertility rates of northern Italy prevailed over the whole country, this 
latter figure would fall to 1,051,000, while the application of the 
rates prevailing in southern Italy would raise the figure to 1,572,000. 


May, 1935. JI significato di alcwne moderne teorie matematiche delle 


dinamica economica. Parte seconda. A. Borpin. The com- 
pletion of an article, of which the first part appeared in the March 
issue of the Giornale, dealing mainly with the concept of dynamic 
equilibrium, with special reference to the views of Professor 
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Amoroso. Jl concelto di valore della moneta in Alberto Bruno. 
A.C. Canina. Sut fini dell’ economia corporativa. F. Vito. 
JuNE, 1935. Francesco Ferrara e Henry Dunning Macleod. R. 
Fusini. Influenza della spesa pubblica sulla ripartizione e sulla 
distribuzione dei redditi. J. Trvaront. La curva di offerta del 

lavoro e il minimo diesenzione dalle imposte. L. Rosst. 


-Index (Stockholm). 


May, 1935. The Interplay of Taxation and Economic Fluctuations. H. 


LAUFENBURGER. 
JuNE, 1935. Economic Survey. The Permanent ‘‘ New Deal.” W. 


LIPPMANN. 
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